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A Banker’s Diary 


POTENTIALLY, if not in its immediate effects, by far the 
most important development of the month has been the 
conclusion of the Anglo-French financial 
Allied agreement. Thi ides f Imost 
Finances @8reement. This provides for an almos 
complete pooling of Allied exchange re- 
sources, and for its effective working implies a co- 
ordination of the economic policies of the two countries 
far closer than can ever before have been contemplated 
between independent sovereign states. Indeed, for all 
practical purposes Britain and France should now be as 
closely allied in their exchange policy, and therefore in 
their general economic policy, as are this country and 
the independent Dominions. In the case of the Dominions 
the necessary alignment of policy is immensely facili- 
tated by the common tradition within the Common- 
wealth and by the recognized leadership of the Bank of 
England. When it is recalled that notwithstanding these 
advantages complete co-ordination did not take place 
automatically even within the Empire, the fact that it 
has been possible to conclude such an agreement with our 
French ally will be seen as a considerable achievement. 
It is perhaps regrettable that the agreement does not state 
unequivocally that the present rate of exchange between 
the franc and sterling will be maintained throughout the 
war, but merely places on record that any changes in the 
rate would be contrary to the interests of both parties. 
After such a declaration, however, it can surely be taken 
for granted that variations in the sterling-franc exchange 
will not lightly be allowed to occur, and that the neces- 
sary adjustment of policy will be undertaken—particu- 
larly with regard to wages and prices—to see that the 
desirable exchange stability is in fact maintained. Apart 
from the declaration on exchange stability, the most 
important feature of the agreement is the decision to 
suspend gold shipments as a means of settling balances 
between two empires until six months after the war. 
During the war this country will be able to satisfy all its 
requirements of francs against payment in sterling and 
vice versa. In effect, therefore, each country has stated 
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its preparedness to grant the other an unsecured credit 
of theoretically unlimited amount, and it is this feature 
of the agreement which definitely establishes a right of 
mutual criticism on what would otherwise appear to be 
matters of purely internal policy. It is on account of this 
mutual acceptance of some limitations on national sove- 
reignty that it is no exaggeration to claim, as M. Paul 
Reynaud has done, that the agreement points the way 
towards the lines on which a reconstruction of Europe 
after the war might well be based. 


Owinc to the incidence of the calendar, the discount 
market was not able this year to place upon the 
Seasonal Shoulders of the Treasury the task of ex- 
Rise in Bill panding credit over the year-end through 
Rates the familiar technique of accumulating 
Avoided end-December maturities and replacing 
them only in the New Year. At no time, however, did 
the market have any doubt that its position over the year- 
end would be comfortably provided for. The main 
reason for this optimism was the new practice adopted 
by the authorities of purchasing large lines of bills direct 
from a clearing bank, which then replenished its port- 
folio by purchases in the market. Though the chief 
motive of the authorities in resorting to this novel pro- 
cedure seems to have been the desire to secure shorter 
maturities than could readily have been obtained by pur- 
chases in the market in the ordinary way, it is not too 
much to describe this practice as a new departure in open 
market policy. It further comprised another novel 
feature in the insistence of the authorities that the clear- 
ing bank acting as intermediary should confine its own 
purchases in the market to the leading houses most able 
to influence the rate at the Friday Treasury bill tenders. 
At first sight it would not seem a particularly far-sighted 
policy for the authorities to seek to influence the allot- 
ment rate on a few particular tender dates by a policy 
which must tend to strengthen the monopoly of the 
market syndicate and weaken the influence which out- 
side applications must have in the long run in keeping 
down rates through competition. Fortunately, the pos- 
sible repercussions of this policy are likely to be slight, 
since for well-known reasons the leading figures within 
Cc 
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the syndicate have always been identified with a policy 
of low rates for bills. 


THERE have been further important developments this 
month with regard tosilver. The wild boom in the prices 
of many Indian commodities, and notably 

Speculation cotton, jute and shellac, has provided the 
in Silver stimulus to a fresh bout of Indian silver 
speculation on perhaps the largest scale 

ever seen in so short a period. As was reported last 
month, a licensing system was set up during November 
for the import of silver both into this country and into 
India, with the result that the basis both of the London 
and Bombay markets became the large stocks held by 
the Indian Government, estimated on the outbreak of 
war at some 160,000,000 ounces. It has been the policy 
of the Indian Government to sell silver freely for delivery 
in London at a cash price of 234d., or slightly less, if 
approached by the London bullion brokers to satisfy the 
demand. In addition to the demand for London 
delivery, however, an enormous buying wave developed 
for the delivery of silver at the Bombay mint. For a 
time the Indian Government adopted the practice of 
selling for Bombay delivery on the basis of the London 
cash price, plus a surcharge of 3} per cent. in lieu of 
shipping costs and subject, of course, to the Indian duty 
of 3 annas per ounce. This was done through the inter- 
mediary of the London market, in order to secure the 
valuable guarantee of the London bullion brokers that 
any amounts sold would actually be paid for on delivery, 
which in the normal course was effected about one week 
after the execution of the buying order in London. This 
interval was, of course, too short to permit arrangements 
for the margin of 15 per cent. usual against forward 
contracts as such. In the first half of December buying 
orders from India rose to such an enormous total— 
[1,500,000 ounces on one day—that for their own protec- 
tion the London brokers found it necessary to limit the 
amount of this unsecured credit granted to their Indian 
customers. They thus insisted that cash credits should 
be opened in their favour with the Indian banks, a 
procedure which for some time failed to damp down the 
wave of buying even though the interval between 
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purchase and delivery—during which such credits 
remained immobilised—gradually widened to about one 
month owing to the limitations on the actual physical 
capacity of the Bombay mint, which was unable to 
deliver more than about 1,000,000 ounces per day. 


By this procedure, however, the contingent liability of 
the London bullion brokers became unnecessary and it 
- was, therefore, no surprise when, on 
he December 18, it was announced that sales 
Policy ©f Indian Government silver for Bombay 
delivery would henceforth be handled by 
the local manager of the Reserve Bank of India. At the 
same time, the Indian Government made an important 
departure of policy in stating that import licences will in 
future be granted on certain conditions, among which 
are an undertaking on the part of the importer not to 
sell his metal at not less than Rs. 62 or more than Rs. 64 
per 100 tolas, the limits within which it is intended to 
stabilize the price. This change of policy was apparently 
intended as a precautionary measure against too severe 
a depletion of the Indian Government stocks by bull 
speculation, which is estimated already to have trans- 
ferred some 55,000,000 ounces out of the hands of the 
Government into those of the speculators. Provided 
imports from America are admitted freely there can be 
no possibility of the Indian price being forced up above 
the official maximum of Rs. 64, while the mere institution 
of this mechanism of price control cuts away the founda- 
tion upon which the whole buying movement was based. 
It is certainly to be hoped that the new policy will prove 
effective in achieving its object, for heavy imports to 
prevent an undue rise in prices would impose a strain 
upon Empire exchange resources which it was the 
original object of the licensing system to obviate. 


THE extremely comfortable credit conditions have also 
been the more remarkable in view of the heavy immobili- 
Large zations of credit on public deposits which, 
Immobiliza- as will be seen from the following table, re- 
tions of | duced bankers’ deposits to far from com- 
Creiit — fortable levels throughout the greater part 

of the month. 
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ANALYSIS OF BANK RETURNS 


(£m.) 
Note Government Public Bankers’ 
Circulation Reserve Securities Deposits Deposits 
Nov. 29 .. 528.7 52.7 109.8 27.8 103.5 
Dec. 6 .. 533-9 47-5 114.9 47.1 86.3 
oo 23 -s S052 36.2 126.1 45-8 87.7 
20 .. 552.3 28.9 145.2 34-5 114.8 


The severe immobilization on public accounts is at first 
sight surprising at a time when expenditure on the war 
has been running at high levels. An expansion of the 
Treasury bill issue sets up some tendency in this direction 
if the disbursement of the new money follows only after 
a time-lag, but this should not lead to continued strin- 
gency if the Treasury is estimating its requirements 
correctly. Actually, the authorities seem to have followed 
a policy in recent weeks of deliberately over-estimating 
their requirements from the market, the weekly offer 
having been raised to £65 million rather sooner than 
was necessary, presumably with the object of avoiding 
a sudden jump to still higher levels when maturities rose 
to £55 million in the latter half of December. 


FOLLOWING a jump of £49 million in October, the 
further expansion of £17 million in November carried 
clearing bank deposits to a new high of 
Record Bank £2,344.6 million — certainly a_ record 
Deposits volume of bank credit in this country since 
the inflationary peak after the last war, and 
possibly the largest ever known. For all that, the expan- 
sionary movement is now slowing down, and the sur- 
prising feature of the November figures is really that the 
increase is so moderate. Although the tender issue rose 
by over £100 million during the month, bank bill port- 
folios rose only by £64 million, and as call money de- 
creased by £17.3 million it is clear that the acquisition 
of bills by the banks was offset by some contraction in 
market portfolios. Another factor damping down the 
expansion in deposits was an unexpectedly sharp fall of 
£17.9 million in advances to £995.2 million. 














Away with Apathy! 
By W. T. C. King 


“* We needed effort, not greater in quantity, but other in quality; 
@ different point of view, a new perspective, a more constant aim, 
co-ordinating and co-relating circumstances and conditions for the 
general good. Men with such faculties existed; but they were scarcely 
listened to, for the conditions under which they would undertake to 
pilot us to safety demanded heavy sacrifice and drastic change—both 
utterly abhorrent to those who could not see the danger they were in.”’ 

—Sagittarius Rising, by Cecil Lewis. 


bored than bombed. Yet in the long run bore- 

dom may well be the greater enemy. To bombs 
we could reply with bombs; but boredom and apathy 
menace only the democracies—in totalitarian Germany 
the war effort goes forward whether her people are bored 
or not. The prolonged lull, which could be turned to 
such good account, is fast becoming Hitler’s strongest 
ally. How can we alter this, and instead profit from the 
breathing-space? How can we organize ourselves so as 
to throw the full weight of our resources into the balance? 
These are imperative questions. And the articles which 
follow suggest what some of the answers should be. In 
the economic sphere, at all events, the Allied resources 
are decisively greater than those of the enemy. But this 
superiority will count for nought unless it is brought 
into play to the full, and at the earliest possible moment. 
Otherwise it may prove a positive danger as a source of 
added complacence and reckless over-confidence. To 
mobilize and exert her economic strength, Britain needs 
a far-sighted and co-ordinated economic policy; a deter- 
mination to devote a huge proportion of her man-power 
and machine-power to producing aeroplanes, guns, 
ammunition and ships; a more imaginative economic 
warfare; a more vigorous and comprehensive export 
effort; a balanced and wise use of her shipping and 
foreign exchange resources. These are some of the 
urgent tasks which the following articles analyze and 


discuss. 


Mi of us, like Mr. Chamberlain, would rather be 
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Yet there is one task of even greater urgency. Before 
any of these vital things can be done, the public, as well 
as the Government, must be convinced of the need for 
them. Public opinion must be brought face to face with 
the realities oc war economics, which only the few yet 
discern. The nation must be made to see that even a 
queer war like this demands heavy sacrifices from which 
none can, or should, escape. It must be forced to under- 
stand that, given wise policy and organization, the limit 
to our war effort is placed by what is the minimum of 
present enjoyment that the community can be induced to 
accept. At present that minimum would certainly be 
extravagantly high; for the queerness of the war mocks 
at realism and bars the way to understanding. It is 
queering our war effort. 

It is easy to see why this should be so. After four 
months of war there are many hundreds of thousands 
—and probably millions—of people whose daily lives 
have been virtually untouched by it in any real sense. 
Most of them at one time or another will have experienced 
local shortages of various common commodities 
especially butter, and they know that a limited form of 
food rationing is coming. But those whose incomes 
have been affected only by higher taxation have not so 
far had to make any significant change in their pre-war 
consumption or mode of life. Were it not for the diffi- 
culties of travelling, the shortage of petrol, and the black- 
out, many people would by now have almost forgotten 
that we are at war. The black-out, indeed, infuriating 
though it is, has been one of the few really constructive 
influences—constructive, that is, in the sense of helping 
to induce in the public the right attitude of mind, against 
the time when something more will be asked of them 
than submission to petty inconveniences. As yet, how- 
ever, the process of public education has hardly begun. 
The very people who have been least hit by the war are 
also those who seem least able to comprehend why in war- 
time the means of enjoyment and comfort cannot be as 
plentiful and as cheap as they were four months ago. 
They have found a ready hearing among those who have 
more excuse for complaining—the business men and 
workers in luxury trades or evacuated areas. And the 
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vociferous chorus has been quickly joined, if not led, 
by vested interests of every hue and kind. 

Nobody likes restrictions and interferences, and the 
Government’s piecemeal methods of control, with their 
anomalies, their frictions and their inefficiencies, were 
an ample target. Yet in actual fact, nearly every one of 
September’s harvest of controls was in principle neces- 
sary and sound, and some inefficiency in operation was 
more or less inevitable at the outset. To say this is not 
to excuse the many bureaucratic absurdities to which 
we have been treated in recent months. But it should 
early have been apparent that what was needed was not 
less control but better control. Instead, we have wit- 
nessed a disorderly and wholly deplorable Government 
retreat, with corresponding encouragement to interested 
parties who see that a rapid and realist war effort may 
involve them in financial loss. 

Instances of such retrogression are so numerous and 
so recent that we need hardly recall them. There was 
the abandonment of the schéme for “ pool” margarine— 
a project realistically based on the obvious fact that a 
standardized commodity is less costly to produce and can 
be distributed more easily and much less wastefully than 
a profusion of brands. Far more important was the 
retreat from fuel rationing—the successive abolitions of 
of the 25 per cent. restriction of domestic consumption of 
gas, electricity and coal. Equally deplorable has been 
the muddle over food rationing. 

If it were clear that already everything possible were 
being done to maximize our war production and push our 
exports, this business-as-usual mentality might be ex- 
cusable—especially with the proviso (generally omitted) 
“as-long-as-possible.”” If it were literally impossible for 
the present to absorb any more workers into the arms 
sector of industry, it might in many cases be merely 
foolish to deny ourselves the comforts and the luxuries 
for which the requisite productive resources are still 
freely available. Sacrifice for the mere sake of sacrifice 
may be bad for the morale of those who make it, and is 
certainly bad for the morale of those whom it throws out 
of work. But it has to be remembered that nearly all 
industries use complementary resources (often imported 
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materials), while few workers are so specific that they 
cannot at least release others for defence work. As 
it is, the “business as usual” argument, at present 
almost universal, has become the foster-parent of a host 
of specious and disquieting pleas. It is fast becoming 
Britain’s most dangerous enemy. 

In the first place, vital foods and materials may be 
plentiful to-day, but it is foolhardy to assume that they 
will be plentiful to-morrow. With imported commodi- 
ties, such as food and petrol, the real problem is not the 
problem of the U-boat and the mine, as most people sup- 
pose. We can take it for granted that the Navy will 
keep the physical channels of commerce open. But our 
confidence that it will do so is no reason whatever for 
squandering the supplies which our convoys bring. If 
shipping space available for consumable goods imports 
is more than ample now, it is only because we have not 
yet needed any really vast imports of war materials. The 
less consumable imports we actually consume now, the 
more war material we shall be able to transport in 
the future. The less coal we burn now, and the more 
we produce for stock, the more outward cargoes will our 
ships carry in future in payment for our vital imports. 
The less our wastage of petrol, the stronger our war chest 
of foreign exchange. Imported commodities may in 
truth become worth their weight in gold—a fact which 
those who rail against the petrol ration would do well to 
remember. It is a question, indeed, whether private 
motoring, even on the present limited scale, is not a 
luxury which the nation ought not to afford. Yet only 
recently the Chancellor had to reject an influential appeal 
for retention of the 15s. horse-power tax—an appeal 
supported by the argument that the laying-up of cars 
would involve loss to the Exchequer! 

Because it is pleasant to go on enjoying the things 
which we enjoyed in peace-time, people everywhere 
assume that there is no need for sacrifice or abstinence, 
and are supported in their view by the comfortable 
theory that the more we produce, no matter what we 
produce, the bigger is our “war” effort and the greater 
our ability to “ pay ” for the war. Admittedly, there are 
physical limits to the rate at which we can expand our 
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capacity to produce armaments. For the time being, 
those limits may have been reached. Even if that is true, 
there remain a dozen ways in which we can vitally in- 
crease our war effort as a whole; but each of them may 
involve some reduction in our present standard of living. 
We could launch really large-scale plans for the training 
of engineering and munitions workers against the time 
when new factories are ready, offering if necessary 
appropriate inducements to attract suitable workers 
from their present employment. We could greatly speed 
up our domestic production of food, drawing largely 
upon the unemployed for the purpose. With Govern- 
ment aid we could greatly build up our stocks of all 
sorts of commodities necessary for home consumption or 
export, partly by keeping a closer watch on current 
consumption and partly by expanding production. 

Unfortunately, public apathy due to the queerness of 
the war is frustrating the efforts of that small minority 
which is crying out for a constructive and vigorous 
economic policy. And opinion is being too easily swayed 
by the special pleas of those who are hit by dislocation in 
the non-essential trades or by local depression in the 
evacuation areas. In its attitude to the emergency Budget 
—which it still regards as Draconian—and to the Keynes 
plan, the public has shown how utterly it has failed to 
understand that war demands of everyone sacrifices 
vastly greater than any which are yet in sight. In high 
places and in low, in every walk of life, there are well- 
meaning people who in one way or another are encourag- 
ing that complaisance and easy optimism which make 
them Hitler’s most potent allies. By sheer inertia and 
lack of realism they are slowing-down and impeding our 
war effort while Germany’s forges ahead. Paul Reynaud, 
in a brilliant speech, gave France a rousing slogan. For 
us the slogan must be different, and less flattering. To 
conquer, we must first arouse ourselves! 
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Don’t Rely on Time! 
By R. W. B. Clarke 


“It must not be thought that all to be done is to wait patiently 
for victory. It ts not patience but ardour which is required. Time ts 
a neutral that must be annexed.’’—Paul Reynaud. 


Wane: war broke out, there was general accept- 


ance of the view that time was on Britain’s 

side. It was argued on the one hand that 
Germany was inherently weak, and that in a very few 
months the shortages of food and raw materials, and 
especially of oil, would be so critical that Hitler would 
have to call the war off. On the other hand, it was argued 
that Britain and France, starting from a lower level of 
preparedness than Germany, would gradually catch up 
as time went on, would become progressively stronger 
while Germany became progressively weaker, and con- 
sequently had everything to gain from a policy of delay. 
It it believed, in fact, that Germany’s only chance to 
win lay in Blitzkrieg, that at the beginning of the war her 
chances of winning by Blitzkrieg were at their height, 
and that the war would be as good as won if we could 
make ourselves invulnerable to Blitzkrieg. That was the 
British view, held officially by the British Government, 
and the basis of the extensive precautions which were 
adopted in the few days before war and in the first week 
of war, and it was also the view of most neutral experts. 
As the weeks passed without the Blitzkrieg, therefore, 
hopes tended to rise. There were repeated blood-curdling 
threats from Berlin, but they all came to nothing. On 
the seas, energetic war is being waged. But on the 
Western Front and in the air the only moves have been 
sporadic raids. 

After three months of this relative passivity of the 
German military machine, everyone is beginning to 
wonder whether the initial assumptions were actually 
correct. It is abundantly clear from Sir Nevile Hender- 
son’s dispatches that the Nazis embarked upon the war 
deliberately, confident that they could win—or at any 
rate not lose—and that the generals were in complete 
agreement with the Nazi politicians in this belief. There 
appears to be some possibility, therefore, that both the 
Nazis and ourselves believe that time is on their own side. 
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We believe that “ passive war””’ favours us; the Nazis 
believe that it favours them. Is it possible objectively to 
analyse the situation and to see which is right? One has 
to penetrate through the propaganda fog disseminated 
by Dr. Goebbels, of course. But it should be possible 
to discern the basic facts. 

At the beginning of the war there was probably not 
much difference between the military strengths of the 
belligerents. It was known that France and Britain did 
not possess such a degree of material superiority in the 
air and on land as would enable them to embark upon 
an offensive. It is now plain that Germany, too, had in- 
sufficient material superiority; otherwise she would 
assuredly have tried to force the position before the Allies 
had completed their preparations. A very substantial 
superiority is needed for the successful conduct of the 
offensive, and although Germany’s Air Force was prob- 
ably slightly superior, her advantage was not enough 
to make the offensive worth while. Consequently, only 
two policies are possible: either a belligerent must 
attempt to build up overwhelming superiority of material 
and trained men, to win the armament race and then to 
proceed to the offensive; or he must play for limited 
objectives in which success is certain and which the other 
belligerent can prevent only by taking the offensive. The 
Allied strategy is consequently straightforward. It is 
simply to build up the tremendous superiority which is 
required for the offensive, and when this is done—say 
in 1941 or 1942—to advance. This superiority is to be 
secured partly by mobilization of the immense Allied 
resources and partly by the weakening of Germany by 
economic warfare. If the Germans weaken themselves 
by embarking upon large-scale offensive, so much the 
better, and the war will be so much the shorter. The 
Nazis, on the other hand, have tended to concentrate 
upon limited objectives; in the major war they appear to 
be working on the assumption that it is impossible for the 
Allies to build up the necessary superiority for the offen- 
sive, and that either the war will peter out, Nazi strength 
having in the meantime been increased by the acquisi- 
tion of certain limited objectives such as Poland, or the 
Allied determination will be so weakened by Nazi pro- 
paganda that complete victory will be won. The Nazis, 
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in fact, are banking on the failure of the Allies to mobilize 
their resources and to translate their theoretical advan- 
tage into practice, believing that this will be such a long 
task that Allied morale will not be able to stand it. 

There is no doubt whatever that the Allies’ advantage 
on paper is very great. Positively, a vastly preponder- 
ant military machine can be built up. Every conceiv- 
able comparison of the economic strength points in the 
same direction. The simplest way to demonstrate this 
is to compare the resources which can be applied to war- 
making. If Britain and France reduced their civil popu- 
lations’ consumption to £40 per head per year they 
would have a margin of some £4,500 million available 
for fighting the war. For Germany to spend only 
£3,000 million she would have to reduce her civil 
consumption to £30 per head. In other words, the Allies 
can afford to spend at least half as much again as the 
Germans can—and this excludes the contribution which 
will be made by the Dominions. If the Allies can divert 
civil industrial capacity to war production, if they can 
turn the army of “service” workers into industrial 
workers and soldiers, and if they can reduce civil con- 
sumption and thus liberate millions of workers for the 
armed forces and the war industries, they can build a 
military machine vastly stronger than that of the Nazis. 
Moreover, the Allies are able to ship supplies from the 
Dominions and America, and have the financial re- 
sources to pay for them. If intensified submarine and 
mine warfare substantially reduced the world’s supply of 
shipping, this advantage would be nugatory. But even 
in November the Allied and neutral losses were less than 
200,000 tons, and Britain’s capacity to build ships is 
certainlv as much as 150,000 tons a month. To this 
extent, then, time certainly is on our side. 

Germany, on the other hand, has very definite weak- 
nesses. Apart altogether from the general fact that her 
income potential is much less than the Allies’, so that 
they can afford to spend three pounds to her two, she has 
special weaknesses. These weaknesses are greatest, of 
course, in the supply of imported foodstuffs and key raw 
materials, cut off by the blockade. This means that 
once the initial stock of equipment has been shot away 
difficulties appear—but not, it must be remembered, until 
then. The main effect of the blockade is to cut off imports 
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of non-ferrous metals, oil, iron ore, textile materials, 
feeding-stuffs and fats. Broadly, Germany’s losses by 
the blockade are equivalent to three-quarters of her 
peace-time copper imports, one-third of her iron ore, 
three-quarters of her oil and petrol, all her rubber, nearly 
all her cotton and wool, two-thirds of her maize and 
nearly all her oil-seeds, together with the whole imports 
of such significant metals as nickel and antimony. These 
are serious losses. There is not much doubt that if 
Germany’s stock of war equipment were destroyed, and 
if she had no other stocks, her position would be critical. 
To that extent the blockade is effective. 

y expanding the output of synthetic materials 
(which Dr. Funk has claimed are reaching the mass- 
production stage), by raising the productivity of Polish 
agriculture, by re-orienting German transport towards 
the Danube and the Urals, however, it is certainly pos- 
sible for Germany—given time and expenditure—to 
make good part of the losses of the blockade. It would 
probably take Germany five years in peace-time to make 
herself independent of the blockade in this way—Count 
Ciano has revealed that in March, 1939, Germany was 
still working on the basis of five years’ reconstruction 
before war. But in wartime, as long as the stocks of 
war material are enough to hold the fronts and no sub- 
stantial quantity of war material is being wasted, this 
process can be speeded up. Even at the end of it, of 
course, Germany would not have comparable resources 
to those of the Allies, provided that the Allied mobiliza- 
tion had been sufficiently energetic. But they might be 
able to replace war equipment fast enough to hold up an 
offensive and prolong the war for a very long time. 

This suggests that the Allies should aim at mobilizing 
their resources so fast that they will be able to take the 
offensive before the Nazis have time to complete their 
plans for European reorganization and development of 
synthetic production. This requires the most far-reach- 
ing measures, for, first of all, sufficient stocks of war 
material must be built to equal those of Germany. 
Germany has a vast stock of equipment, built up in five 
years’ intensive re-armament, supplemented by thefts 
from Czechoslovakia and possibly from Poland. More- 
over, without importing a ton of material, she can use 
her internal capital resources for war equipment. 
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Already, for example, all rubber tyres have been requisi- 
tioned, except those which are urgently needed for war 
service, and this provides a very substantial supply of 
reclaimed rubber for war equipment. Similarly, she can 
sweep the conquered areas clean of material—the Polish 
people, for example, have been systematically looted of 
all textile material, and it is reported that all non- 
essential machinery has been taken away for re-adapta- 
tion or scrapping. Slovakia, it is said, has been combed 
clean. While passive war is being waged, moreover, 
Germany is probably actually building up stocks even 
of the blockaded materials. Domestic consumption has 
already been slashed, and consequently resources are 
made available for saving and storage. It is reported, 
for example, that civilian use of petrol having been 
stopped almost completely, stocks of petrol are accumu- 
lating.. It is possible, indeed, that the synthetic plants 
are enough to supply the present petrol consumption, so 
that any supplies which are brought from Roumania and 
Russia, or are run through Italy and Norwegian terri- 
torial waters, are available for storage. By these methods 
Germany is able to increase her strength and accumulate 
increasing stocks of war material. 

The view that passive war is directly disadvantageous 
to Germany is therefore over-optimistic. Germany has 
already mobilized her resources and reduced consump- 
tion, and consequently has the resources now to pile up 
stocks and undertake the tremendous capital expendi- 
ture which is required to counter the blockade. Passive 
war helps us, of course, for we must be in a position to 
maintain and increase our effort when the fighting starts 
in earnest. But to believe that somehow Germany will 
“collapse”’ as the passive war continues, and that the 
blockade is a decistve weapon before the accumulated 
stocks of war material are dissipated, is simple wish- 
fulfilment. The whole economic facts, indeed, point to 
the conclusion that the Allies should push ahead with 
their economic mobilization as fast as possible. Time is 
on our side, but we have not unlimited time at our dis- 
posal. The needs of the situation require far more 
drastic action of economic mobilization than any we 
have yet seen. 
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Mobilize Our War Potential! 


By ‘“ Economist” 
“* The economic life of the country must be maintained, but pro- 
duction should be directed to supplying the army and to export rather 
than be lavished on home consumption.’’—Paul Reynaud. 


I 


N the fateful speech announcing his aggression against 
Poland, Herr Hitler stated that the expenditure of 
the Reich on rearmament since 1933 has amounted 

to Rm. go milliards. Taking due account of the diverg- 
ence in the purchasing power of that elusive currency 
unit at home and abroad, with regard to labour and 
certain “ Ersatz’ materials, this amount may be esti- 
mated to equal some £6,000 million. The rate of ex- 
penditure in the last year before the outbreak of open 
hostilities was some Rm. 25 milliard or roughly £1,650 
million. It is more than probable that the Fuehrer 
wished to reassure his none too enthusiastic audience 
about the safety of his policy of outrage. Herr Hitler’s 
figure is considerably above the estimate obtained on the 
basis of published statistics. But nothing could be more 
foolhardy than to dismiss that figure altogether. Indeed, 
independent calculations suggest that a prudent plan- 
ning of our own war effort ought to be based on the 
assumption that, in their six and a-half years of des- 
potism, the Nazis have spent on war preparations some 
Rm. 75 milliard or £5,000 million, a rate of expendi- 
ture equalled by Imperial Germany only in the third 
year of the last war. Our own expenditure in the same 
period did not amount to more than £1,100 million. It 
must be taken into account that the Nazis (though they 
did not start absolutely from scratch—even the Weimar 
Republic indulged in some secret rearmament) had to 
provide barracks, fortifications, etc., which the Allies 
already possessed or did not need. On the other hand 
it must not be forgotten that the Nazis made their aggres- 
sions pay in the shape of loot, including substantial equip- 
ment filched from the countries they over-ran. There has 
not been any considerable wastage of material or ammu- 
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nition in the period of undeclared war, though obso- 
lescence must have been heavy. 

The conclusion is inevitable that the Nazis must have 
accumulated very considerable stocks of finished pro- 
ducts necessary for the conduct of war. That constitutes 
an important reserve and renders them to some extent 
independent of current production—and imports. For 
all that, the Nazis have already reached their peak per- 
formance. The mobilization of large numbers of 
industrial workers into the army, and the severing of 
their overseas communications by the British blockade 
will prevent them increasing—perhaps even from main- 
taining—their present war effort. Our position is exactly 
contrary. Our potential productive capacity, so far from 
being exhausted, has not even been mobilized. Every- 
thing depends on whether we succeed in translating this 
potential into the reality of the fullest war effort of which 
the country is capable. 


II 


There is no need at this stage to enumerate in detail 
the reserves we can draw upon. By drafting new 
workers into industry, by lengthening working hours by 
eliminating waste, by reducing our standard of living, 
by using the foreign assets which enable us to draw upon 
the productive capacity of foreign countries without 
having to use our own to provide exports in payment— 
by these and other means the defence sector of our 
economy can be expanded enormously. Mr. Keynes 
and others estimate the possible increase in our national 
output at some £750-£1,000 million per annum. Another 
£350-£500 million may be obtained from the other in- 
ternal reserves. Thus even without a fall in consumption 
we could mobilize some £1,100-£1,500 million for 
defence purposes, provided that the Army does not 
absorb a large proportion of workers. Added to the ex- 
penditure achieved in the last pre-war year of good 
employment of some £260 million, this gives something 
like the rate of the pre-war expenditure of the Nazis— 
assuming an unchanged price level. 

To achieve not merely parity but a crushing superi- 
ority still more is needed. Our consumption has risen 
since 1932 by more than £1,000 million, and the standard 
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of life, at any rate of those in employment, was already 
very high even at that time in comparison with that in 
Germany and other industrial countries. An expendi- 
ture of £2,000-£2,500 million could be accomplished by 
determined action without really severe sacrifices. The 
monetary problem which is involved in this economic 
mobilization has received full attention in connection 
with the plan Mr. Keynes has put forward. It need not 
be discussed at length in the present paper. Nor is it 
necessary to point out once more than a smooth working 
of the economic war-machine cannot be secured without 
a thorough reorganization of the administrative machine. 
There is a consensus of opinion that in order to achieve 
co-ordination, flexibility and initiative, the present sys- 
tem of over-lapping committees will have to be changed. 
A Minister for Economic Co-ordination with far-reaching 
powers and a seat in the War Cabinet will have to be 
appointed, supported by a staff of experts having the 
right of direct access to the subordinated departments 
(very much like the élite of the French civil service, the 
specially chosen “ inspecteurs de finance,” or the German 
Ministry of Economics and the Office of the Four Year 
Plan). Even the Government spokesmen have not 
refused outright to reconsider at a later date their decision 
not to unify the administration of economic policy. 
Considering the many precedents in the past few years, 
this mav be taken almost as an acceptance of the recom- 
mendations put forward in Parliament and Press. 


III 

A much greater divergence of opinion exists, how- 
ever, with regard to the policies which will have to be 
adopted if the greatest effect is to be achieved at the 
smallest cost in dislocation of our economic structure and 
the least danger to the reconstruction after the war. 

The first days of the war revealed that, in spite of its 
tardiness in heeding the warnings of Mr. Churchill and 
others, the Government had made far-reaching prepara- 
tions for an emergency. The mistakes of the first period 
of the World War were not to be repeated. Severe 
restrictions, prohibitions, and licensing provisions 
followed one another. There remained gaping loopholes 
in the controls instituted, most of which could have been 
D 
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easily stopped had the history of Government regulations 
in Britain and elsewhere been somewhat more effectively 
studied. But in spite of this a framework of far-reaching 
Government control came into being. 

The pitfalls of the “business as usual” policy were 
avoided. The resulting position was, nevertheless, far 
from satisfactory. Most of the regulations were of a 
wholly negative character. The only positive stimulus 
emanated from the depreciation of the pound, which was 
ineffective, and from direct Government orders, which 
were insufficient. The black-out, the export licensing, 
reduced production and stifled foreign trade. The price 
regulation caused widespread friction and resulted in the 
squandering of stocks of vital supplies. The income of 
many people was destroyed without their being absorbed 
into the war effort. And the growing Government deficit 
augers ill for the maintenance of monetary equilibrium 
and the concentration of the whole productive power of 
the nation for the purpose of the conduct of the war. 

Sweeping as the regulations were, the—not always 
disinterested—condemnation which they evoked was 
more sweeping still. Some interests inevitably were 
unfavourably affected by the controls, since their pros- 
perity was based on a peace-time orientation of the 
country’s economy. And the war effort demands a 
radical, a revolutionary redirection of the nation’s 
efforts, no matter whether that redirection is accom- 
plished by /aissez-faire methods (if that be possible) or 
by direct controls. Some people believe that our dis- 
contents could be ended, and an increase in national 
production secured, merely by “freeing business from 
Governmental restriction.” A “pruning” of Govern- 
ment expenditure is demanded. It is vociferously 
argued that since the war effort can ultimately be 
financed only by taxation, business must be encouraged; 
otherwise revenue will fall and the war, presumably, 
could not goon. All these views seem to be based largely 
on fallacies. Irksome, unnecessary controls (and above 
all ignorant and dilettante controllers) must certainly be 
done away with; but it would be a tragic mistake to 
suppose that by a wholesale abolition of controls or 
“strict Government economies” we can approach much 
nearer to the solution of the war economic problem. 
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Pettifogging economies are useless if the man-power set 
free in consequence is not employed. Money cost, 
however raised, is almost irrelevant. It is the real cost 
in terms of physical resources which counts. The plea 
for increased “ business”—that is, in the main, for 
increased civilian consumption—is equally dangerous. 
The problem will be how to limit the increase in spending 
power and not how to increase it. And the present 
problem is how to utilize the productive capacity not 
immediately needed for the war effort itself by 
assembling stocks of reserves out of the flow of current 
effort. We shall need every ounce later. Economic 
activity must be stimulated, but not by permitting non- 
essential consumption in a period when the future is dark 
with dangerous contingencies. We must create out of 
our current exertions a real reserve for the coming period 
of stress. At the same time we must safeguard the 
minimum standard of life of all, because the health and 
morale of the population are the most precious of our 
assets. 

Conservation of strength and maintenance of morale 
demand far-reaching controls over economic life. But 
in a controlled system in which profits are directly 
limited and heavily taxed the price and_ profit 
mechanism, the motive power of peace economics, can- 
not and must not be expected to exert its stimulating and 
regulating influence. Government orders are forthcoming 
in increased volume. But if we wait until the expansion of 
Government expenditure on military supplies has made 
its influence felt, vital time will be lost and productive 
energy wasted. Unemployment must be kept at a mini- 
mum, and no time lost in retraining the man power 
necessary for the ultimate increase in the production of 
military supplies. Full employment must be achieved, 
not for the purpose of providing for current non-essential 
consumption, but to accumulate reserves for future use 
and contingencies. The most acute problem of British 
war economics is thus to bridge the gap between produc- 
tive capacity and possible future demand. The task of 
the normally working economic system is to supply a 
current effective demand. Stocks are only accumulated 
if entrepreneurs believe that an adequate profit can be 
derived by holding them. But the very object of Govern- 
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ment regulation is to prevent such “ profiteering.” With- 
out interfering more than necessary with the efficient 
working of the competitive productive system a method 
must be found whereby the community as a whole is 
able to utilize fully all available productive capacity for 
the prosecution of the war. 

The solution of this problem is not easy. A co- 
ordinated plan must be worked out for increasing the 
output of war and essential civilian supplies, and exports, 
over a period of years.* This conversion of the economic 
structure can be achieved at the smallest cost to the com- 
munity if at the outset those non-essential industries 
whose products cannot be exported are converted to war 
production or their man power diverted to the fighting 
services or more essential industries}. This implies, how- 
ever, that industries which cannot be adapted and whose 
labour cannot be used efficiently for vital purposes 
should not be touched. Unless they use essential war 
materials or costly imported raw materials they should 
be left in existence, even if they produce only luxuries, 
since they cannot be used better than to give some colour 
to the life of people. For the same reason amusement 
industries which use little actual labour should be en- 
couraged. To accomplish this task we must obviously 
have a thorough census of all available man power and 
capital equipment, and a continuous study of export 
markets. The most urgent need is for the retraining of 
labour. Even if such training entails a certain reduc- 
tion in output it should start immediately. It would be 
sheer folly to wait until the loss of employment and the 
distress caused by a rise in prices force people to change 
their occupation. It must be realized that according to 
very conservative calculation{ not less than some 4-44 
million people will have to be retrained or newly trained 





* A carefully worked scheme of allotting sub-contracts on a very 
much wider scale than is the case to-day would very much facilitate 
this conversion of production. 

t Suitable maintenance allowances can be paid to those who are, 
without their fault, thereby injured. 

ft R. W. B. Clarke, in a brilliant study to be published shortly 
(The Economic Effect of War), D. H. Makower and H. W. Robinson, 
“‘ Labour Potential in War-Time ’’ (Economic Journal, December 1, 


1939). 
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before our war effort has increased to its highest possible 
level, even if workers in essential industries are ex- 
empted from military service altogether. At the same 
time, welfare services must be established and expanded 
to lessen the disturbance to family life due to women 
being drafted into the factories. 

Such a reorganization of the productive structure will 
take time. But even during the period of reorganization 
the full productive power of the country can be used for 
the purpose of the war. Non-essential home consump- 
tion should be restricted :mmediately of all commodities 
which are exportable, which are needed for war supplies 
or can be used to build up emergency reserves. In view 
of the menace of air attack, these stocks must be large 
enough to render the country—not only as a whole but 
region by region—independent of current production or 
transport for a considerable time. To build up these 
stocks, companies should be formed, owned by the 
Government and managed by experts under the super- 
vision of the Ministry of Supply, which would place 
orders with home industry and also have power to ear- 
mark part of our imports for the same purpose. The 
idea that rationing should be introduced only after 
shortages have made themselves felt is ridiculous and 
extremely dangerous. If, in addition, prices are fixed 
artificially low, even existing stocks are squandered. 
Much of our present anxieties could have been avoided 
if the Government had taken the pressing advice of such 
outstanding experts as Mr. Keynes and Sir A. Salter. 
Even now it is still not too late. 


IV 


All that can and must be said with respect to the 
internal position applies with even greater force to our 
international economic position. Our international 
balance of payments has been unsatisfactory since the 
beginning of the Great Depression. In the last few years 
it seems to have been definitely unfavourable to the extent 
of £50-£60 million a year. Unless very energetic 
measures are taken it must suffer a further sharp deterio- 
ration. Our invisible income is bound to fall sharply, 
and the terms of trade will probably turn against us. 
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Indeed, it is now widely recognized that in trade with 
countries continguous to Germany we ourselves must 
deliberately worsen our terms of trade by bidding up the 
price of their exports while selling to them if necessary at 
a loss in order to throttle German trade. 

Vast though the gold and other exchange resources of 
the two western democracies may be, immediate action 
to improve our trade balance is vital. There are indus- 
tries which could profitably export even in the present 
unfavourable circumstances. All obstacles in their path 
should be eliminated. But there are others which cannot 
compete abroad at the present level of prices and costs. 
It would be futile to attempt to stimulate their exports by 
currency depreciation. The sharp depreciation of ster- 
ling required would undoubtedly have unfavourable 
psychological effects both at home and abroad (especi- 
ally in the United States). It would endanger the stability 
of the price level. And it would needlessly cheapen the 
price in foreign exchange of exports as a whole. 

The task which faces us now is to employ to the best 
advantage, in the face of violently changing and largely 
artificial economic conditions, all that part of the exist- 
ing productive structure which is not needed for essential 
production, by accumulating foreign exchange. From 
the point of view of the community as a whole the only 
method of accumulating foreign exchange reserves by its 
current efforts is to produce goods now which can be sold 
abroad at some future time. This accumulation of stocks 
moreover would be a far more economic method of using 
our productive power than any attempt to dispose of the 
whole output at once. Forced sales would inevitably 
depress prices and arouse hostility. 

To stimulate export trade generally, a special 
ministry should be organized which would give exporters 
every possible administrative assistance. It should 
arrange for export licences, priority rights for raw 
materials, etc. In general, it should be the Government 
agency representing the interests of export industry. 
Apart from assisting exporters, this Department must 
fulfil a much more vital function. It must act as the 
central planning and co-ordinating agency to supervise 
those export industries (or potential export industries) 
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which are now supplying the home market with non- 
essential goods or are left idle. Subsidies must not be 
employed more than is necessary. But we must provide 
machinery which can bridge the gap between current 
effective demand for our exports and our productive 
capacity. This could be achieved by having an organ- 
ization for the export trade identical with that advocated 
above for the accumulation of stocks of vital materials. 
Companies should be formed, owned by the Govern- 
ment, run by experts and controlled by the Ministry for 
Exports. These companies would contract to purchase 
the output of the export industries and store abroad the 
products which they cannot sell currently (utilizing for 
their transport the unused shipping space which at 
present exists in all convoys). As home demand is re- 
stricted for products capable of being exported, these 
products would be bought up by the Government export 
companies and production thus maintained. In this way 
the decline in home demand would make possible the 
accumulation of actual and potential foreign exchange 
reserves instead of leading to wasteful unemployment. 
Discriminate buying on the part of such companies would 
enable the Government to maintain competition between 
different producers and thus safeguard efficiency. Since 
they would purchase in bulk, eliminate risk, and give 
steady employment to entrepreneurs, the companies 
would be abie to buy at very low prices. If necessary, 
however, they should sell at a loss abroad and in certain 
countries would deliberately do so in order to complete 
with German goods. 

The proposed reorganization of our economic system 
is complicated and certainly full of administrative diffi- 
culties. But there seems no other method of fully mobil- 
izing our economic strength. And though our potential 
power is far superior to that of the Nazis, we must not 
delude ourselves into thinking that we can vanquish 
them without exerting our utmost strength. Only then 
can we face all contingencies with confidence. 
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Overhaul the Exchange 
Restrictions ! 
By Paul Einzig 


T is universally recognized that one of the most 
decisive aspects of Allied superiority over Germany 
lies in the financial sphere and particularly in the 

possession of enormous foreign exchange resources. 
Unfortunately, the foreign exchange policy so far adopted 
holds out little hope that these resources will either be 
mobilized to the fullest extent or that that part of our 
potential reserves which comes into the hands of the 
authorities will be put to the best possible use. While it is 
impossible to outline a positive exchange policy without 
reference to the many mistakes which have been com- 
mitted in the early months of the war, and many of which 
have not yet been corrected, the object of this article is 
not to cry over spilt milk but to make a series of concrete 
suggestions as to the way in which the official foreign ex- 
change policy should be run in the interest of the success- 
ful conduct of the war. What is needed is a more vigorous 
and more intelligent foreign exchange policy to stop 
the leakage of funds through the unofficial market and to 
prevent the depreciation of sterling in the unofficial 
market. To that end the following salient points should 
receive immediate attention :— 

(1) The Government should make a declaration—if 
possible jointly with the French and the United States’ 
Governments, within the framework of the Tripartite 
Agreement—to the effect that the official sterling-dollar 
and franc-dollar rates will be maintained at their present 
level for the duration of the war. 

(2) Simultaneously, all foreign balances which are in 
this country, in France, or in any sterling country, at 
the date of the declaration, should be blocked for the 
duration of the war. The Government should undertake 
to pay a reasonable interest on these balances and to 
repay them after the war on the basis of the present 
gold value of sterling. 

(3) Any foreign balances arriving here after the date 
of the declaration should remain free. The Government 
should undertake that their owners will have the right to 
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withdraw them at any time on the basis of the official 
exchange rate without having to apply for special permit. 

(4) The present distinction between “ prescribed” and 
free market currencies should cease. All regulations 
should be applied to the minor currencies which at 
present escape control to some extent. In particular, 
the surrender of assets in all foreign currencies should 
be made compulsory. 

(5) The strictest control should be instituted over the 
disposal of export proceeds. Exporters should be re- 
quired to make a statement showing how the proceeds 
are disposed of, and their bankers should have to 
countersign these statements. If the goods are invoiced 
in sterling the rule to be adopted is that, as from a certain 
date, only sterling bought from the authorities or from 
“free” foreign accounts will be acceptable in payment. 

(6) The disposal of the proceeds of shipping freights, 
insurance premiums and other invisible exports should 
be subject to similar control. 

(7) To secure the most effective control of the proceeds 
of exports, exchange clearing agreements should be con- 
cluded with the largest possible number of countries. 

(8) Licence for gold export should only be granted if 
it can be proved that the gold was owned by foreigners 
before the war. 

(9) Evasion should be discouraged by prosecuting 
evaders. After a few convictions an amnesty should be 
declared in favour of those who surrender their unde- 
clared assets before a certain date. 

(10) The details of restrictions should not be the 
closely guarded secret of the banks, but should be given 
the widest possible publicity by means of the publication 
of an easily intelligible book to be brought continuously 
up to date by the publication of supplements. 

(11) A representative of the Exchange Control autho- 
rities should be attached to each authorized dealer bank, 
and doubtful cases should be submitted to him. By such 
means the present practice of account-snatching by 
ambitious branch managers through a lenient interpre- 
tation of the rules for the benefit of clients of other banks 
could be discouraged. 

(12) An advisory committee should be formed, in- 
cluding a number of Continentals with practical experi- 
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ence in Exchange Control, whose services should be used 
as far as possible also in the administration of restric- 
tions. Hitherto the exchange controllers have shown 
little or no inclination to learn by the mistakes of others, 
or even by their own mistakes. They made it a point of 
honour not to engage the services of—or even to consult 
—any of the numerous refugees in this country who 
have had extensive practical knowledge of the applica- 
tion and evasion of exchange restrictions abroad.- Yet 
any one of these refugees must have forgotten more 
about exchange restrictions than the combined foreign 
exchange committees of the Treasury, the Bank of 
England and the British Bankers have yet discovered. 

(13) There should be an interchange of Exchange 
Control officials with France and the sterling countries 
in order to ascertain the uniform application of the rules, 
and discover loopholes. 

(14) Agreements should be concluded with France, 
the United States and other countries concerning the 
interchange of information regarding assets of the 
nationals of the countries concerned. 

(15) The letter and cable censorship should be in- 
structed to look out for evidence of evasion of exchange 
restrictions. 

(16) There should be a greater elasticity in the 
administration of Exchange Control. Any loopholes 
should be dealt with as soon as they are discovered, not 
several months later. 

The most urgently needed of all these steps is un- 
doubtedly to tighten up existing exchange regulations so 
as to make these reasonably watertight, for at the 
moment they are no more watertight than a sieve. 
Figures are not, of course, available, but unfortunately 
there is reason to believe that notwithstanding the sur- 
render of foreign assets by a large number of people, 
the official gold and foreign exchange reserve may even 
have declined since the outbreak of the war. For one 
thing, no real effort was made to secure the surrender 
of foreign assets owned by British residents. Even 
though the order issued under the emergency legislation 
at the beginning of the war made it compulsory to 
surrender foreign balances and to declare certain types 
of foreign securities, no steps were taken to enforce this 
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legislation. Although it is a matter of general knowledge 
that a large number of people failed to comply with the 
order, there has not been one single prosecution to make 
an example of the offenders. 

Finally, the authorities should make up their mind 
once and for all whether or not they regard exchange 
depreciation as a desirable thing. Since the volume of 
our exports is governed far less at the present time by 
exchange rates than by the physical limitations of the 
industrial capacity and shipping space available, it is 
impossible not to feel that a grave mistake was committed 
when a few days before the war sterling was allowed to 
fall from the level of 4.68 to the dollar, at which level it 
had been maintained stable formany months. Admittedly, 
at that level sterling was if anything somewhat over- 
valued. Nevertheless, it would have been well worth while 
to maintain it at that level and subsidize exports if neces- 
sary rather than expose the country to an all-round rise in 
costs and prices due to the depreciation of sterling. 
Owing to the large extent to which Great Britain depends 
upon imported foodstuffs and raw materials, a deprecia- 
tion by 14 per cent. was bound to react to a considerable 
degree upon the internal price level. It provided the 
initial impetus which set in motion the vicious circle of 
rising costs, wages and prices. Had it not been for the 
depreciation of sterling the rise in costs due to A.R.P. 
expenditure, war insurance, etc., would have been negli- 
gible. As it was, Great Britain began the war with the 
initial handicap of an increased price level. 

While it thus seems doubtful whether the authorities 
were altogether wise in choosing so low an official rate, 
there can be no doubt whatever that it has been a 
blunder of the first magnitude to allow loopholes in the 
foreign exchange regulations to lead to the development 
of a black market of some importance in foreign centres 
in which sterling has fluctuated sharply and from time to 
time has suffered a further sharp depreciation below the 
official level. On two occasions this depreciation below the 
official level has exceeded 6 per cent., while at the time 
of writing it is in the neighbourhood of 24 per cent. What 
the authorities apparently do not realize is that most 
people abroad are inclined to regard the unofficial rate 
as the real rate, and to look upon the official rate 
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as an artificial and nominal arrangement. From their 
point of view, therefore, sterling has become a fluctuating 
currency liable to depreciation, notwithstanding the 
stability of the official rate. For this reason the Scandin- 
avian countries, Japan, and even “our oldest ally,” 
Portugal, decided to abandon the sterling bloc just at a 
time when the maintenance of that system would have 
contributed to no slight extent towards Great Britain’s 
financial and even political prestige. What is needed, 
from every point of view, is to build up a firm confidence 
in the stability of sterling at its new level. And the 
greatest help in achieving this aim would be a thorough 
overhaul of the exchange regulations on the lines set out 
above. 


Germany’s Weak Points 
T HE figures published by the Ministry of Economic 


Warfare of goods detained en route for Germany 

leave no doubt that our blockade must already 
have caused the Nazis considerable inconvenience. But 
blockade alone—even a blockade extended to Germany’s 
overseas exports—is not enough. Economic warfare 
must also embrace the maximum interference with 
German trade with the contiguous neutrals, which means 
that we must employ every expedient of financial 
pressure, subsidized exports and competitive buying to 
exert our financial supremacy. In turn, however, the 
most effective use of our financial strength demands that 
it be directed on those particular lines of trade whose 
interruption would cause Germany the greatest hardship, 
not squandered lavishly, as some observers would have 
us do, on an indiscriminate campaign to wrest from 
Germany a quasi-monopoly of the entire trade with the 
Balkans. This generalized attack on German trade with 
her neighbours might succeed, but the statistics suggest 
that the effort needed would be an enormous one. 
Neutrals accessible to Germany supplied almost half of 
her total imports in 1938 and took almost two-thirds of 
her exports. To fight for this trade as a whole would be 
enormously costly. What we have to find are the key 
commodities whose lack would suffice to bring the whole 
German war effort to a standstill. 
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Some pointers as to the weak spots on which we must 
concentrate our fire may be gained from a consideration 
of Germany’s broad strategy and economic policies. 
Germany’s conduct of the war is obviously based on a 
strategy which combines the smallest possible military 
operations on land with the most energetic development 
of economic resources within Germany herself, in 
conquered Poland and in some of the South-East 
European countries. Economic relations with Russia 
are also directed principally to assisting Russia’s 
economic development for the benefit of Germany’s war 
economy. At the same time, civilian consumption both 
of foodstuffs and industrial articles has been cut down to 
a bare minimum. This restriction of the civilian popula- 
tion is the more interesting as at the outbreak of war 
Germany had already reached a high degree of self- 
sufficiency in agriculture, producing roughly four-fifths 
of her total demands for foodstuffs. On the other hand, 
the equally vital programme of industrial self-sufficiency 
was in a far less advanced stage. The bulk of the new 
industries—producing synthetic petrol, rubber and textile 
fibres, and domestically produced substitutes for 
imported non-ferrous metals—are scheduled to begin 
full operations in 1940-41. 

What are the key commodities on the side of food- 
stuffs? Germany’s actual agricultural deficiencies are 
far more serious than might be supposed from the bare 
statement that she has achieved 80 per cent. self- 
sufficiency. Of her total food imports in 1938 no less than 
45 per cent. consisted of fats. A further 20 per cent. 
consisted of meat and 28 per cent. of fish; only 14 per 
cent. represented cereal feeding stuffs and 8 per cent. 
bread grain. Clearly it is no use wasting our time for 
the present in buying up all the wheat in the world, 
particularly as Germany seems to have entered on the 
war with comfortable stocks of cereals. At a later stage 
we may have to consider how to secure command of the 
exportable surpluses of Hungary, Roumania, Yugoslavia 
and Bulgaria, which in combination would just about 
cover normal German requirements. To drive up prices 
prematurely at a time when Germany is well supplied, 
however, would be calculated merely to increase 
production in future seasons and thus magnify the task 
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of keeping supplies away from Germany when she really 
needs them. 

For the moment, the thing to concentrate on is 
Germany’s supplies of fats—a task which M.E.W. 
undoubtedly has well in hand. Fortunately the 
possibilities of intercepting these vital supplies seem 
reasonably good, even though accessible neutrals (South- 
Eastern Europe, the Baltic and Scandinavian countries, 
Holland, Belgium, Switzerland, Italy and Russia) sup- 
plied Germany with nearly the whole of her lard, 95 per 
cent. of her butter, 40 per cent. of her meat (and her 
entire imports of live pigs and cattle). The point is that 
these countries supplied only 4 per cent. of the German 
imports of oilseeds, whereas oilseeds accounted for 58 per 
cent. of her total imports of fats (oilseeds naturally being 
reckoned in equivalents of oil). Soya beans and soya 
bean oil from Manchukuo accounted for 13 per cent. of 
the fat imports. Considerable quantities of this product 
might be shipped through Russia and direct buying by 
the Allies would be the only means of preventing this. 
Imports of whale oil accounted for a further 14 per cent. 
of the total fat imports, and of this five-sixths came from 
Norway. Oilseeds and whale oil are undoubtedly profit- 
able lines on which to concentrate our action. Witnout 
oilseeds, Germany would lose nearly 1,000,000 tons of 
oilcake, the most valuable animal feeding stuff. Oilseeds 
and whale oil together make up no less than 85 per cent. 
of the total fat imports and neither Russia nor the South- 
East European countries would be able for many years 
to replace these imports. 

Now let us consider the position with regard to 
industrial raw materials. It is clear that coal is one of 
Germany’s stronger points. In 1938 Greater Germany 
reported a total output of coal amounting to 252 million 
tons, lignit included in coal equivalent. Through the 
conquest of Poland another output of 45 milionn tons 
was added. If we assume a total loss of output in the 
Saar Territory of 14 million tons, Germany would be 
able to produce a total of 283 million tons of coal. This 
would enable her to supply the new substitute industries 
and especially the expanded production of electricity 
needed also for manufacturing substitutes, especially 
“ Buna,” i.e. synthetic rubber, aluminium and synthetic 
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textile fibres. Nazi officials are confident to be able to 
increase Germany’s coal exports from 27 million tons 
in 1938 to roughly 40 million tons. In fact, Germany 
makes every effort to increase her coal exports to neutral 
countries. All the new trade agreements show increased 
supplies of coal. For all that, there is some doubt 
whether Germany will in fact be able to maintain the 
output of coal, and every opportunity should be seized 
upon to compete with German coal supplies in neutral 
countries. 

A very different picture is provided by Germany’s 
iron and steel industry. In 1938, Greater Germany im- 
ported 70 per cent. of her total consumption of iron ore 
measured in iron content, and the incorporation of the 
substantial Polish iron and steel industry made no 
change in this position. In 1938 Sweden, Norway and 
Luxembourg supplied roughly 70 per cent. of the total 
imports. By the end of 1940 Germany hopes to replace 
the imports from France by German low-grade iron ore. 
Meanwhile, she is hopelessly dependent on imported 
supplies. If imports should cease from Sweden, Norway 
and Luxembourg, Germany’s output of pig iron must 
decrease by roughly 50 per cent., which would un- 
doubtedly render her unable to pursue the war. During 
winter the Swedish port Lulea at the Gulf of Bothnia is 
icebound, and the ice-free port of Narvik in the North 
Atlantic can hardly be used because of the blockade. 
The South-Eastern countries, with the exception of 
Greece, cannot supply iron ore, and Russia’s mining out- 
put it not large enough to replace the enormous imports 
from Sweden and Norway. On the other hand, the 
necessary imports of manganese ore (of which Czecho- 
slovakia produced roughly 100,000 tons, or one-fifth of 
the total consumption) can easily be supplied by Russia, 
which has an output of 3,000,000 tons. 

Non-ferrous metals are no less important than iron, 
and here everything depends on the strength of the 
German stock position, since she is heavily dependent on 
imports for almost all of these metals, with the exception 
of zinc, in which the conquest of Poland has completed 
her self-sufficiency. Though Canada has a virtual 
monopoly of nickel, however, it may be noted that in 
1938 Norway supplied over 27 per cent. of German 
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imports. The output of copper from domestic ores 
satisfied only 6 per cent. of the total pre-war consump- 
tion, and accessible neutrals supplied only 23 per cent. 
of the imports. While Germany likes to regard alumi- 
nium as a German metal, it has been found impossible 
to produce from German clay a substitute for bauxite, 
the entire supplies of which are imported—and only 
three-quarters from accessible neutral countries. The 
smallest source of supply, but the most interesting from 
our point of view, are those from Denmark, consisting of 
kryolit, a material which is necessary for the electrolytic 
process and of which the only source of supply is Green- 
land, the Danish island in the Arctic. Lack of this 
mineral would make the production of aluminium very 
difficult, and unless Germany is known to have accumu- 
lated formidable stocks, this is precisely the type of 
import which would repay our most careful attentions. 
Perhaps the most promising of all lines of attack in 
the raw material field is represented by textile fibres. 
The oil position has been discussed ad nauseam in the 
popular press; synthetic “ Buna” rubber may suffice 
by 1940-41 to replace imports of the natural product; 
by severe rationing, Russia and the South-Eastern 
countries may be able to supply a substantial part of 
Germany’s war requirements of leather. But export 
industries are just as essential to the war effort as the 
armament works themselves, and textiles figure promi- 
nently among the exports with which Germany pays for 
her supplies from South-Eastern Europe and elsewhere. 
This industry it should not be difficult for us to ham- 
string, or at least handicap severely. Germany’s output 
of synthetic fibres amounted in 1938 to 227,000 tons, and 
the industrial plans schedule an increase to 400,000 tons. 
But this would still be no more than 4o per cent. of last 
year’s total supplies. In 1938 Germany imported three- 
quarters of her total supplies of the five chief textile 
fibres: cotton, wool, flax, hemp and jute. Of these the 
accessible neutral countries supplied a mere 3 per cent. 
of the cotton, but no wool and no jute. Even though 
flax and hemp may be adequately forthcoming from 
Russia, Poland and South-Eastern Europe, the textile 
fibre position as a whole is obviously vulnerable in the 
extreme. Civilian consumption of textile goods has 
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already been cut down to one-quarter of the 1938 con- 
sumption under the clothes-rationing scheme, which 
attracted some attention in our press. 

Quite apart from the question of intercepting Ger- 
many’s imports of textile raw materials, an energetic 
policy of expanding our own exports of textile finished 
goods to Germany’s customers would be most fruitful. 
To break Germany’s influence in the South-East 
European countries is perhaps the most important task 
in the economic war against Germany, though possibly 
one of the most difficult. It is a most important factor 
in our favour that all these countries have been com- 
pelled to restrict consumption of textile goods because 
Germany is no longer able to supply semi-manufactures, 
especially yarns for the local textile industries of those 
countries, whose expansion Germany has deliberately 
encouraged. Another important point is that Germany 
is still able to promise delivery of motor-cars and lorries 
—but without tyres, so that our mere access to plentiful 
rubber supplies should help to encourage exports of the 
entire vehicles. An energetic drive to meet wants of this 
kind created by Germany’s deficiencies might have far- 
reaching results where a policy of simply buying up the 
agricultural and mineral surpluses of these countries 
would fail. 

So far as Denmark, Sweden and Norway are con- 
cerned, the Allies possess better means of restricting 
Germany’s trade with them. Denmark is entirely 
dependent on Great Britain’s willingness to allow the 
substantial imports of feeding stuffs. In Sweden and 
Norway Great Britain should be able to compete success- 
fully in high-quality textile goods. Holland and Belgium 
are as dependent on imports of feeding stuffs as Den- 
mark, which may be used in order to restrict exports of 
these countries to Germany. Germany derived the 
present advantages from a long-term policy of penetrat- 
ing European neutral countries by the combined policy 
of barter trade and of organizing certain parts of back- 
ward agricultural industries as well as by supporting 
industrialization. To break Germany’s influence in 
these countries an all-embracing and centrally directed 
economic policy is imperative. 

E 
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The Banking Year at Home 


N domestic banking this has been an eventful year. 
I It has seen the seven-year-old regime of cheap money 

destroyed and then restored; it has seen this country 
adopt exchange restrictions; seen the Bank of England 
completely denuded of gold and our currency left to 
stand on its own merits; seen the tender Treasury bill 
issue decline to the lowest point for a decade and then 
shoot up again to the highest level for very many years; 
seen, in consequence, a drastic reversal of the momentary 
contraction in the volume of bank credit which took 
place after many years of expansion in 1938. It would 
indeed be strange if the approach to war and the final 
outburst had not sharply affected the banking situation. 
Yet, now that the initial impact has been overcome, the 
surprising thing is how little changed the picture is on 
balance. In retrospect, the advance of Bank rate to 
4 per cent. appears no more than a brief though unfor- 
tunate episode; while a Budget deficit of some £600 
million has been financed with a net expansion on the 
year of no more than £100 million in the total of bank 
deposits. Ignoring the periods of acute crisis, indeed, 
the year’s experience might well be summarized by 
saying that the banking situation has been dominated by 
the same two major influences as in 1938: on the one 
hand the pressure on sterling, on the other hand the 
mounting deficit. The difference is that in 1938 the losses 
of gold more than offset the effects of rearmament 
financing, to bring about a contraction in bank credit, 
whereas this year they have been swamped by the 
enormous expenditures necessitated first by the accelera- 
tion and expansion of our defence preparations and 
finally by the war itself. 

The decision to transfer virtually the whole of the 
Bank’s gold to the Exchange Fund, though revolutionary 
in appearance, had little practical consequence other than 
that of mobilizing the country’s gold for the defence of 
sterling in the only logical and effective way. The year 
opened with sterling under pressure and the gold 
resources of the Exchange Account at a very low level. 
In January, therefore, a large gold transfer to the 
Exchange Fund was made of £200 million at par value 
(equivalent to about £350 million at the current market 
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price of 150s. per ounce). Since this was combined with 
a cancellation of the special seasonal increase of £30 
million in the fiduciary issue, the transaction raised the 
fiduciary issue by only £170 million to £400 million, 

against a total issue reduced from £556.4 million to 
£526.4 million. At the beginning of March the fiduciary 
issue was reduced again to £300 million by the revalua- 
tion of the £126.4 million of gold remaining in the Issue 
Department, the total issue (thanks to a small retransfer 
from the Exchange Fund) remaining unchanged. In 
July the total issue was raised to £546.4 million by a gold 
purchase of just over £20 million, obviously designed to 
cushion the Banking Department’s Reserve against the 
August jump in the note circulation. Finally, all but a 
trifling amount of the Bank’s remaining gold was trans- 
ferred to the Account on the outbreak of war. In the 
meantime, however, this gold had been written up (as 
permitted under the new Currency and Bank Notes Act) 
from 148s. 6d. to the new gold price of 168s. resulting 
from the depreciation of sterling, so that the total issue, 
now backed almost entirely by securities, was increased 
to £580.1 million. This additional element of flexibility, 
which allowed an increase of £33.7 million in the issue 
during August, was a valuable aid to the authorities in 
neutralizing the sharp jump in the note circulation due 
to the political anxieties and the need for special cash 
expenditures on measures of personal defence, including 
the large-scale evacuation of population from the danger 
areas. 

The resulting changes in the position of the Issue 
Department, as well as in the basis of credit, are brought 
out in the following comparison of end-December 
Returns for this year and last: 


1939 1938 Change 
Dec. 20 Dec. on Year 

£ m. £{ m. £ m. 

Note Issue... - 580.2 550.4 + 23.8 
Fiduciary Issue ‘a 580.0 230.0 + 350.0 
Gold in Issue Dept. .. 2 326.4 — 326.2 
Active Circulation .. 552.3 503.0 + 49.3 
Reserve . é 28.9 54-3 — 25.4 
Total Securities a 178.7 111.8 + 66.9 
Total Deposits - 189.7 148.1 + 41.6 


It will be seen that the total note issue has been 
increased on balance only by £23.8 million, so that the 
E2 
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intervening rise of £49.3 million in the active circulation 
has reduced the Reserve by £25.4 million. This fall in 
the Reserve, however, has been considerably more than 
offset by an expansion of no less than £66.9 million in 
the Banking Department’s securities holding, so that the 
Bank’s deposit liabilities have been increased by £41.6 
million. 

To conclude from this marked expansion in the basis 
of credit that the authorities have consistently followed 
a generous credit policy would, however, be a complete 
mistake. A period of violent political disturbance 
necessarily creates exceptional demands for liquidity, 
and until quite recently these demands have largely been 
ignored. Throughout the first quarter of the year the 
authorities (though maintaining a reasonably comfort- 
able cash position) allowed the liquid position of the 
banks to be jeopardized by a famine of Treasury bills— 
the banks’ second line reserve. During the August crisis 
the inevitable jump in the note circulation was only 
partially neutralized, so that the banks entered on the 
war itself with a cash ratio no higher than 10.37 per cent. 
While it lasted, the fantastic increase in Bank rate to 
| per cent., which was not finally restored to 2 per cent. 
until nearly the end of October, had the effect of freezing 
solid the banks’ large holdings of Government securities. 
And in recent weeks bankers’ deposits have been allowed 
to become sharply depleted by a severe immobilization 
of credit on public deposits, though fortunately steps 
were taken to spread the assurance that there would be 
no credit stringency at the year-end. 

Apart from these vagaries of official credit policy, the 
dominant influence on the banking situation has been 
the movement in the Treasury bill issue. Although the 
total floating debt rose above £1,000 million at the end 
of 1938 for the first time since 1933, less than half of this 
represented Treasury bills issued through the weekly 
tenders. In the first quarter of the year heavy gold losses 
superimposed on the seasonal influx of revenue served 
further to reduce the tender issue to £346 million in 
March, the lowest point for a decade, and £175 million 
lower than when the Exchange Account started opera- 
tions, even though there had meanwhile been a net influx 
of gold of some £400 million. The loss of bills had a 
strongly deflationary effect on bank deposits, since the 
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reduction of the “ liquid assets ” ratio below the conven- 
tional 30 per cent. minimum not only prevented the 
banks from replacing bills by earning assets (even though 
cash ratios exceeded 11 per cent. in the first two months 
of the year), but may actually have aggravated the 
liquidation of investments which had been in progress 
without interruption since the previous September and 
was to continue unchecked until July. In March, there- 
fore, the clearing bank averages showed a decline on the 
year of £101.5 million in deposits to £2,152.2 million. 
Cash was down by £11.8 million (so that the cash ratio 
was lower, notwithstanding the critical European situa- 
tion). In addition, money market assets had fallen by 
£57.3 million (making a total decline of £69.1 million in 
liquid assets), while investments were lower by £23.0 
million and advances by £6.6 million—a reduction of 
close on £30 million in earning assets. 

From that point, however, the “reflation” of the 
Treasury bill issue was as rapid as its previous decline, 
even though gold losses continued on a heavy scale up 
to the very outbreak of war. By the beginning of Sep- 
tember the tender issue had been restored to £500 million. 
For some weeks the Treasury was able to finance its 
heavy war expenditure largely by means of “tap” 
bills, but since October the expansion in the tender issue 
has been rapid. It will end the year at the high level of 
£760 million, an increase of £272 million on the twelve 
months. In the clearing bank figures, the counterpart 
of this movement has been a jump in bill portfolios from 
£184.4 million in April to £353.3 million in November, 
this being largely responsible for an expansion of £190 
million in deposits in seven months to the record level 
of £2,344.6 million in November. 

The changes in the banks’ position, both on balance 
and on the average of the eleven months, are summarized 
in the table on page 40. 

It will be seen that although deposits are actually 
£96.0 million higher on balance, the average for the 
year is lower by £40.0 million, this closely paralleling 
the contrast between the net expansion of £80.9 million 
in bills and the decline of £34.9 million in the average 
holding over the period. On balance, advances are up 
by £33.5 million, having meanwhile soared to £1,013.1 
million in October, or within an ace of the 1929 peak. 
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CLEARING BANK RETURNS 


Average 
November Differ- II months Differ- 
1939* 1938 ence. Jan. to Nov. ence. 
1939* 1938 

Deposits .. -- 2,344.6 2,248.6 +96.0 2,230.4 2,279.4 —49.0 
Advances -» 995.2 961.7 +33.5 989.7 976.9 +12.8 
Investments -. 610.8 642.2 -31.4 607.5 637.1 —29.6 
Bills Discounted ... 353.3 272.4 +80.9 247.9 282.8 —34.9 
Call Money -- 141.8 149.0 — 7.2 146.4 150.5 — 4.1 


Cash 245.2 232.6 +12.6 242.7 240.7 + 2.0 


* Since the outbreak of war the returns relate to a single day for 
each bank towards the end of the month, but it is reasonable to assume 
that comparison or combination of these figures with the earlier 
monthly averages involves no substantial loss of accuracy. 


On balance, also, the combined earning assets are 
actually a trifle higher, though on the average the 
increase of £12.8 million in advances has been consider- 
ably more than offset by the decline of £29.6 million in 
investments. For this reason alone, therefore, one would 
expect the forthcoming accounts to show some diminu- 
tion in earnings. Actually profits have been affected 
also by some small losses during the period of 4 per cent. 
Bank rate, and, far more serious, by the decline in gilt- 
edged prices, which in August were estimated to have 
necessitated writing down of not less than £15 millions 
for the banks as a whole.+ Bank revenues, however, 
should fare substantially better during the present war 
than in the last. In the last war it was the depreciation 
of securities which chiefly depressed net profits and 
dividends. On this occasion, quite apart from the firm 
determination of the authorities to prevent interest rates 
from rising, the minimum prices for gilt-edged would act 
as a buffer against the need for heavy writing down for 
balance-sheet purposes. Thus the expansion in the 
banks’ resources should fully compensate for the higher 
level of costs. And Mr. Keynes has recently assured us 
that it would be safe to expand bank credit by some 
£600 million over the coming year before checking the 
expansion by the issue of Defence loans intended for the 
public. 

+t See ‘‘ Bank Profits and Gilt-Edged Values,’’ by W. Manning 
Dacey, THE BANKER, September, 1939. 








Australian @& New Zealand Banking 
By R. B. Greenwood 


N the early months of the past year both Australia 
I and New Zealand have suffered from low export 

prices and from bad seasons in certain areas, while in 
recent months both Dominions were confronted with 
drastically changed conditions overseas due to the out- 
break of war. In other respects, however, the economic 
position of the two countries and the financial policies 
pursued by them present some striking contrasts. 

When war was declared, Australia was well organized 
and well prepared financially to meet the emergency. 
Her London funds were at a satisfactory level, seasonal 
conditions for the current year’s crops were good, and 
the banking system and financial structure generally 
were in a sound position. In addition, bankers were 
more experienced in monetary policy and in emergency 
finance. 

The principal need was for an improvement in export 
markets, and this appears to be promised by the war- 
time sales arrangements with the United Kingdom. The 
British Government has agreed to purchase Australia’s 
surplus of wool, butter and cheese, meat, sugar, eggs, and 
canned and dried fruits. The market for these goods is 
thus assured, and it is thought that the agreement will 
ensure higher prices than those ruling in the last two 
years. Wheat is not included in this purchasing scheme. 

At the beginning of the vear, however, the outlook 
was by no means bright. The country was experiencing 
the effects of severe droughts and bush fires, while export 
prices were at a low level. During the year ended June, 
1939, export prices did not vary appreciably, but they 
remained about 30 per cent. below the level existing two 
years before. The reduction in Australia’s export 
income is illustrated by the table on page 42. 

It will be seen that from the recent peak of £A.162 
million in 1936-37 exports declined to £A.140 million 
in 1938-39. In 7938- ~39 exports fell by £A.17.9 million, 
or 11.3 per cent., as compared with 1937-38. The 
value of imports fell by £A.14.8 million, or 10.3 per cent. 
The excess of exports over imports was £A.11.7 million, 
as against £A.14.8 million the year before. Australia’s 
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London funds benefited from this trade surplus and also 
by part of the proceeds of a fstg.6 million loan raised in 
London in June, 1939, and of a £stg.7 million London 
loan raised in May, 1938. The oversea debt service 
remained fairly constant at approximately £A.28 
million, It has been estimated that when all items in the 
balancé of payments are taken into account Australia’s 
London funds declined during the year by £A.13.5 
million to about £A.65 million. 
AUSTRALIAN OVERSEA TRADE 
(Total including bullion and specie) 


£A. million 
Year ended Export 
June 30 Exports Imports Surpius 
1936 137.0 106.6 30.4 
1937 162.4 115.7 40.7 
1938 157.6 142.8 14.8 
1939 139.7 128.0 Er.7 


Despite the fall in export income and the reduction 
in London funds, internal trade and business activity 
generally in Australia were maintained at a fairly high 
level. This would appear to have been due very largely 
to sustained expenditure from higher incomes in the 
previous two years, to substantial and increased govern- 
ment disbursements for war and other purposes, to the 
support given to industry by the trading banks, and, not 
least important, to deliberate expansive measures taken 
by the Central Bank to protect the liquidity of the 
trading banks. Federal Government revenues were 
buoyant in 1938-39, but State revenues were less than the 
budget estimates. As might have been expected, expen- 
diture was not only maintained, but increased. The 
Commonwealth accounts showed a surplus for the eighth 
year in succession, but the combined State budgets reveal] 
a deficit which is the largest for five years. Government 
borrowing remained at about the same level as in the 
previous year, but public loans were consistently under- 
subscribed, despite higher interest rates. The lack of 
demand for government issues is thought to have been 
due partly to the issue of loans by local or semi-govern 
mental bodies, and it was largely because of this com- 
petition in the capital market between Government and 
semi-Government authorities that it was decided that 
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semi-Government loans should in future be submitted 
for consideration by the Loan Council, as is customary 
in the case of Governmental issues. 

The effects of the foregoing influences are reflected 
in the following table, showing changes in the Australian 
banking averages :— 


AUSTRALIAN BANKING AGGREGATES 
(Based on Quarterly Averages—Nine Trading Banks) 
£A. million 


June Qr. Sept. Or. June Qr. Sept. Qr. 
1938 = - 1938 = 1939-1939 


Deposits Bearing Interest .. 198.9 197.2 201.2 199.2 
Deposits not Bearing Interest 120.4 113.7 120.1 116.4 
Total Deposits oa ‘i 319.3 310.9 321.3 315.6 
Cash .. a sia 33-5 32.7 30.5 31.4 
Treasury Bills" fics i 19.4 17.0 25.0 19.1 
Government Securities s6 22.1 20.1 22.3 21.9 
Advances ‘i as ws 284.1 287.1 290.8 294.4 
Ratios of of of of 

Cash to Total Deposits i 10.50 10.51 9.48 9.95 
Cash plus Treasury Bills to 

Deposits , ia 16.57 15.99 17:27 16.00 
Advances to Deposits oi 88.98 92.34 90.49 93-29 


Notwithstanding the reduced export income and the 
unfavourable seasonal conditions, the deposits of the 
trading banks increased by £4.7 million during the year 
ended September 30, 1939, as compared with an increase 
of £3.8 million in the previous year. Advances rose by 
£7.3 million, due not only to the requirements of expand- 
ing production, but also to the heavy demands made 
upon the banks by primary industries for “ carry-on” 
purposes. This followed an expansion of as much as 
£23 million in 1937-38. The ratio of advances to 
deposits rose from 92.3 in the September quarter of 1938 
to the still higher figure of 93.3 in the corresponding 
quarter of 1939. This is the highest ratio for any Sep- 
tember quarter since 1931, with the exception of the 
record figure in 1936. Treasury bill holdings rose by 
£2.1 million during the year, while Government 
securities increased by £1.8 million; but these move- 
ments were more than offset by reductions of £1.3 
million in cash and some £A.5.4 million in the trading 
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banks’ London funds. The ratio of cash to deposits thus 
fell from 10.51 per cent. to 9.95 per cent.—the lowest 
figure on record for a September quarter—although the 
ratio of cash plus Treasury bills remained practically 
unchanged at about 16 per cent. Taking into account 
the loss of London funds, the trading banks were, how- 
ever, definitely less liquid in the September quarter of 
1939 than they were a year before. 

Of outstanding importance during the year has been 
the policy pursued by the Commonwealth Bank, which 
has taken active measures to limit the deterioration in 
trading bank liquidity. These measures included open- 
market purchases of securities, direct purchases of 
securities from the trading banks and subscriptions to 
new Government loans. Until fairly recently the 
Commonwealth Bank seems to have considered that 
trading bank policy has a natural tendency towards ex- 
pansion at all times, which must be counteracted by a 
permanently restrictive bias on the part of the central 
institution. By contrast, the Commonwealth Bank’s 
policy during the past year would indicate an acceptance 
of the policy, recommended by the Royal Commission 
on Monetary and Banking Systems in Australia, of 
“smoothing out” depressions as well as booms. The 
trading banks, on their part, have followed a careful 
advance policy during the year, being selective in the 
granting of new advances, but at the same time giving as 
much assistance as possible for “carry-on” needs, 
especially to the farming producers affected by the 
drought and bush fires. 

Although Australia was in a sound financial position 
at the commencement of war, she nevertheless devised 
a number of new regulations and methods of control as 
precautionary measures and to assist her in giving the 
greatest possible support to Great Britain. These in- 
cluded closer supervision of marketing, a degree of price 
control and additional Central Bank powers. Just 
before the war, exchange control measures were intro- 
duced. These gave the Commonwealth Bank power to 
control sales of foreign exchange. Soon after war was 
declared an export licensing system was introduced, with 
the principal object of preventing any possible flight of 
capital and ensuring that all export proceeds are kept 
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within the control of the authorities. The regulations are 
less rigid than the New Zealand measures of exchange 
control, reflecting the difference in the purposes for which 
they were introduced. In Australia this purpose was 
purely precautionary, whereas exchange control in New 
Zealand, which was set up in December, 1938, was the 
outcome of financial extravagance and a bad monetary 
policy. War expenditure will amount to some £A.40 
million or more in the year ending June, 1940, and this, 
together with the anticipated increase in export income, 
should provide a considerable stimulus to business 
activity generally. Indeed care may be necessary later 
to prevent the development of an unhealthy boom. 
The experience of New Zealand banking in 1939 
centres round the Dominion’s London funds position and 
its Government policy. As in Australia, export income 
has fallen appreciably during the last two years, although 
the fall has been proportionately less than in the 
Commonwealth. The trend of New Zealand’s oversea 
trade during the last few years is shown in the following 


table :— 
NEw ZEALAND OVERSEA TRADE 
(Merchandise only) 


{£N.Z. million 


Year ended Export 

June 30 Exports Imports Surplus 
1936 53-7 39-5 14.2 
1937 64.6 50.1 14.5 
1938 61.9 57:5 4-4 
1939 57:9 56.5 1.4 


It will be seen that the excess of exports over imports 
of £N.Z.1.4 million was even less than the small surplus 
of £N.Z.4.4 million the year before. In consequence, 
New Zealand’s London funds fell from £N.Z.44 million 
in June, 1937, to £N.Z.26.1 million in June, 1938, and to 
no more than £N.Z.9.1 million in June, 1939. These 
figures speak for themselves. As in Australia, however, 
business was active during most of the vear despite the 
fall in export income. This was no doubt due very 
largely to the offsetting influence of the internal 
expansive measures. 

New Zealand’s public accounts showed a satisfactory 
surplus for the last financial year, but expenditure was 
again very heavy. An important aspect of the 1939 
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budget is the Government’s apparent recognition of the 
need for a reduction in expenditure on public works and 
social services, though little effort seems to have been 
made to introduce economies. Estimated public works 
expenditure for 1939-40 is £23.9 million, compared with 
£20.7 million in 1938-29, and other items of expenditure 
are also higher. Most of the additional Government 
expenditure for 1029-40, apart from a further £1.1 
million for defence, is for new and enlarged social ser- 
vices, which under present conditions New Zealand can 
doubtfully afford. During the year Mr. Nash visited 
London and concluded arrangements for converting a 
fstg.17 million London loan on somewhat special con- 
ditions. The main difficulty was undoubtedly the present 
weakness in the Dominion’s foreign exchange position 
and the small balance of London funds. 

The experience of the trading banks as a result of 
the foregoing influences is indicated by the following 
table :— 


NEW ZEALAND BANKING AGGREGATES 
(As on last Monday in Month) 
Six Trading Banks 
£N.Z. million 


Deposits. 1938 1939 
June August June August 

Demand ia i 35-1 93.9 37:3 37-4 
Time sk 2 a 31.1 30.7 29.4 30.0 
Total se ia “a 66.2 64.4 66.7 67.4 
Cash 7 a - 12.0 II.I 14.3 17.0 
Net Overseas Assets .. 9.5 6.9 3-5 3.2 
Securities = aa 7.0 7.9 10.9 10.5 
Advances and Discounts 54.9 55-6 55-1 53-4 
Ratios— %, % % % 
Cash to Total Deposits. . 18.13 17.24 21.44 25.22 
Cash plus Overseas Assets 

to Deposits - 32.48 27.95 26.69 29.97 
Advances and Discounts 

to Total Deposits .. 82.93 86.34 82.61 79.23 








Net Overseas Assets of 

Reserve Bank and 

Trading Banks .. 26.1 20.6 9.1 8.9 
Net Overseas Assets of 

Reserve Bank se 16.6 13.7 5.5 5-7 
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As in Australia, the London funds of the trading 
banks declined from 1938 levels, but whereas the liquidity 
of the Australian trading banks deteriorated a little 
during the year, taking into account the loss of oversea 
funds, the liquidity of the New Zealand trading banks 
actually improved. In the year ended August, 1930, net 
overseas assets fell by £N.Z.3.7 million, but cash in- 
creased by £N.Z.5.9 million. The ratio of cash to total 
deposits increased from 17.2 per cent. to 25.2 per cent., 
despite an increase of £N.Z.3 million in deposits, while 
the ratio of cash plus overseas assets improved from 27.9 
per cent. to 30 per cent. Securities rose by £N.Z.2.6 
million or 32.9 per cent. 

Those figures clearly reveal measures of expansion 
by the Central Bank in co-operation with the Govern- 
ment. The liquidity of the trading banks was, however, 
maintained at the expense of the banks’ oversea assets; 
the London funds of the trading banks actually fell by 
£3.7 million and the balances of the Central Bank by 
£N.Z. 8 million, making a total loss of £N.Z.11.7 million 
for the year ended August, 1939. For the year ended 
June, 1939, the total loss was £N.Z.17 million. The 
whole of the decline in oversea assets occurred before 
1939, the lowest point being reached in December, 1938, 
when these assets were reduced to only £N.Z.6.8 million. 
Since then the figure has increased by approximately 
£N.Z. 2 million. Advances and discounts, however, 
declined by £N.Z.2.2 million during the year ended 
August, and the ratio of advances and discounts to 
deposits fell from 86.3 per cent. to 79.2 per cent. 

At the beginning of the war, New Zealand was un- 
deniably less prepared than Australia to meet the emer- 
gency. Her economy was basically sound, but the 
Dominion’s financial position had been weakened by 
ambitious Government spending and by the drastic 
fall in London funds. In addition, some of her 
secondary industries were experiencing difficulty in 
securing skilled labour and in obtaining necessary im- 
ports of machinery and capital equipment. Like the 
Australian Government, however, the New Zealand 
Government lost no time in taking steps which it con- 
sidered necessary to meet the emergency and to secure a 
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maximum war effort. But Government control has been 
extended much further than in Australia. A Ministry of 
Supply was immediately set up with wide powers over 
industry and commerce—wider than those of the Aus- 
tralian Ministry of Supply—and with power to regulate 
prices. In addition, control of marketing has been 
extended. The Government has taken complete political 
control of the Central Bank by a “Reserve Bank 
Amendment Act,” although this measure amounts to 
little more than official recognition of a position which 
already existed to a very large extent. Under the Act the 
Reserve Bank will be required to give effect to Govern- 
ment decisions in respect of any of the Reserve Bank’s 
functions. This is in marked contrast to the position in 
Australia, where the Central Bank retains some indepen- 
dence of policy. Power is given to the Minister of 
Finance under the Act to vary or suspend the statutory 
25 per cent. gold and sterling reserve against the note 
issue. The Central Bank’s gold stocks may be revalued 
at any price not exceeding the market price, on the direc- 
tion of the Minister of Finance. 

The outbreak of war has probably improved the 
economic outlook for New Zealand, as far as her oversea 
trade position is concerned. Great Britain has decided 
to purchase the Dominion’s surplus of dairy produce, 
meat and wool for the duration of the war. Agree- 
ments for purchases of fruit and other goods will very 
likely be arranged. The seasonal outlook for New 
Zealand is brighter than last year, and this, together with 
Great Britain’s purchasing scheme, should improve the 
Dominion’s oversea trade position and help to replenish 
her London funds. Temporary relief has also been 
obtained from export credits from the United Kingdom, 
amounting to fstg.9 million, and the conclusion of 
arrangements for the fstg.17 million conversion in 
London in January, 1940. But the position will have to be 
handled very carefully, and oversea finances during the 
next few years are bound to be “ tight.” In 1944-45 there 
will be large maturities to provide for totalling over 
{stg.32 million. Overseas loans maturing in the next eight 
or nine years will amount altogether to approximately 
£stg.76 million, and some repayment of the export credits 
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will no doubt be due during that time. Imports will 
therefore require effective control, and for that purpose 
it will probably be necessary to maintain exchange con- 
trol for the present. It is to be hoped, however. that 
when the war is over there will be neither the need nor 
the desire to retain these artificial restrictions. In New 
Zealand as well as in Australia, care will be needed to 
see that the transition to a war-time economy is not over- 
rapid, and also to guard against any undue reorganiza- 
tion of production on transfers of resources such as 
would cause unnecessary dislocation and re-adjustment 
when the war has ended. New Zealand’s internal posi- 
tion should be less troublesome than her overseas 
position, but there is a danger of too much Government 
control, and difficulties may arise from a conflict of 
policies. For instance, the Government’s peace-time 
policy is being reversed to some extent by a strong 
effort to expand primary production. If the former polic: 
of fostering secondary industries and greater self- 
sufficiency is to continue, it may well be that this can be 
made consistent with the drive for greater primary pro- 
duction only by introducing longer hours of work. And 
if measures of expansion are continued on their present 
scale they may be found inconsistent with the Govern- 
ment’s policy of price stabilization. 

New Zealand’s industries are sound, however, and 
the Government’s concern for the welfare of the com- 
munity, no less than its zeal in striving towards a maxi- 
mum war effort, is unquestioned. Provided the need is 
realized for the Dominion to “ cut its cloth according to 
its measure,” a healthy financial position will gradually 
be restored. 
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Canadian Banking in Wartime 


ANADIAN banking is incomparably better mobi- 

{ lized for wartime functioning today than it was 
in 1914. Twenty-five years ago the Dominion 
financially was but at a half-way stage. Now it is 
equipped with all the facilities that a central bank can 
contribute except the intangible factor that long experi- 
ence alone can furnish. Those who remember the 
feverish uncertainties of the last war, the groping to find 
ways and means, and can contrast them with the relative 
ease of action today, find the change as stimulating as 
the results so far are gratifying. Since March, 1935, 
when the Bank of Canada opened its doors, money in 
the Dominion has been more than easy. Bank 
managers, in fact, have been hard put to it to find profit- 
able outlets for the accumulating surpluses of the past 
eight years, and trade has been unduly quiet. The 
preamble to the Act of 1934 establishing the Central 
Bank stated that one of the main objects of the bank 
would be to mitigate “ fluctuations in the general level of 
production, trade, prices and employment.” Scope for 
such a policy has hardly existed in the brief four and a 
half years’ life of the Bank of Canada. Now it is called 
on to assume, if not operative control, at least regulative 
direction of the finance of a nation dating its nationhood 
only from the Statute of Westminster of December, 1931. 
True to British tradition, its first activity has been in- 
direct. When in mid-September the Canadian Foreign 
Exchange Control Board was formed at Ottawa, the new 
Bank of Canada was appointed to be technical advisor 
as well as agent and banker for the board, with 
Mr. Graham F. Towers, the Governor, as chairman. The 
importance of the appointment of the board and the 
association of the Bank must be judged from the fact 
that the estimated capital investments in the Dominion 
(excluding the British share at $2,684 million) are now 
$3,932 million American and $147 million other foreign; 
and that last year the import trade from non-British 
countries amounted to $566 million (of which 61 per cent. 
was American), and the exports totalled $552 million 
(only 40 per cent. American). 
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Naturally no one would attribute the differences in 
the two wartime periods solely to the establishment of the 
central bank. The unremitting aid given by all chartered 
banks to the Canadian Ministry of Finance in 1914-18 
and during the equally strenuous reconstruction years 
since the Treaty of Versailles has been vital. What now 
seems so strange, coming into prominence again as it 
were, is that prior to 1914 so little had been done in 
governmental finance by way of preparation for a war 
involving Canada as part of the Empire. Yet long 
before 1914 several of the steps leading toward a cen- 
tralized banking system had been made effective, mainly 
at the insistence of commercial bankers themselves. 
Four such steps stand out. Centralized, if not mon- 
opolized, issue of notes began with Confederation of the 
older provinces by the British North America Act of 
1867. In the early days of this century a voluntary body 
endowed with wide regulatory powers was formed in the 
Canadian Bankers’ Association, while the statutory 
deposit of gold and Dominion notes against exceptional 
issue of notes by any chartered bank was made effective. 
In 1913, a long step toward central banking was taken 
by the provision to expand note circulation in the busy 
wheat crop moving season. That seemed providentially 
dated, for in 1914 the facility was broadened to cover the 
whole year’s working and chartered banks were thus 
enabled to make payments at a crucial time in their own 
notes. The Finance Act of 1914 first made re-discount 
practice possible—a provision given vast import when 
it was permanently incorporated in the Bank Act by the 
decennial revision of 1923. 

That, sketchily, might be termed the operative back- 
ground for the establishment of the central bank in 
1935. Its aims in wartime, acting, of course, with and 
for the Finance Ministry, seem designed to meet two not 
unrelated ends. First, to stabilize the Canadian dollar 
with sterling, taking into account (a) the preponderant 
influence of New York on exchange on this continent; 
and (b) the highly important triangular role of trade 
between Great Britain, the United States and the 
Dominion. Second, to provide credit and currency, 
through the ordinary channels of the chartered banks, 
to meet the needs of a country pre-eminently agricultural 
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until a decade or so ago, but now in a rapid transition 
stage industrially and with two clear-cut tendencies in 
the long-term manufacture based on the Dominion’s 
vast natural resources, in the short-term manufacture 


for munitions and other war work, including the unex- 
pectedly huge air training scheme for the whole Empire. 


The South African Banking Year 


OUTH AFRICA has taken her place at the side of 
the other Dominions, as nobody doubted she 
would; but to bring this about required as a pre- 

liminary step a change of Government. At the outbreak 
of war the Government in power was that of General 
Hertzog, which had identified itself with the series of 
Union-German trade agreements for steadily rising sums 
in each succeeding year. From £2,900,000 in 1935, the 
amount of trade covered by these agreements steadily 
increased to £6,355,000 in 1938, which meant that Ger- 
many was fast approaching a monopolistic position as a 
purchaser of South Africa’s wool. Even before war 
began, however, this question was rapidly coming to a 
head. Several municipalities (including that of Cape 
Town) which showed themselves sufficiently patriotic 
and farsighted to prefer to place contracts for supplies 
with British rather than German sources had already 
incurred the grave displeasure of the Hertzog Govern- 
ment for “flouting its foreign policy” by refusing 
German tenders. And following the storm of protest 
aroused by rumours that the new agreement was to cover 
£10,000,000 of trade, the new Union-German agreement 
concluded in August was actually limited to the same 
figure as in 1938—the first of the series which did not 
show a substantial advance on its predecessor. 

When war broke out, of course, the Hertzog Govern- 
ment was immediately superseded by that of General 
Smuts, professing the directly opposite policy of collabo- 
ration with the rest of the Empire. Even from the 
purely trading point of view, South Africa will have no 
reason to regret her choice of policy. Of her total 
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imports of £68,640,000 during the first nine months of 
the year, no less than £36,206,000, or 53 per cent., repre- 
sented goods supplied by the United Kingdom; while 
£10,458,000, or a similar percentage, of her total mer- 
chandise exports of £19,775,000 (gold, of course, being 
excluded) went to the other members of the British 
Commonwealth. To ensure that the Union does not 
suffer from the loss of her German market, the British 
Government has made an arrangement (similar to that 
projected, for example, in the case of Egyptian cotton) to 
purchase South African wool at a basic price of 109d. per 
Ib. in the grease. This is some 25 to 30 per cent. above 
the average for the Union clip last season and is, more- 
over, equal to that obtained by Australian wool, which 
normally commands a premium. In addition, Great 
Britain has bought the Dominion’s egg output and the 
entire exportable surplus of butter and cheese, and will 
be the principal buyer of maize. That South Africa for 
her part is taking an effective part in the war effort is 
reflected incidentally in the fact that trade with America 
has reached a record level since the lifting of the United 
States arms embargo. 

The South African pound has naturally followed the 
pound sterling in its depreciation against the dollar. 
Financial regulations have been adopted similar to those 
in the United Kingdom, restricting dealings in foreign 
currency and gold. In one respect these were even more 
stringent, in that a time limit of thirty days was fixed for 
the surrender of exchange resources to the Treasury. 
Powers were also taken to prevent hoarding and pro- 
fiteering, for which latter offence the maximum penalties 
are £500 fine or two years’ imprisonment. This is one 
part of a general policy of preserving stability. As the 
Finance Minister has pointed out, war administers a 
strong stimulus to prices, profits and interest rates—all 
of which must be kept within bounds in the interests of 
general stability. Like all other primary producing 
countries, however, South Africa should benefit con- 
siderably from higher commodity prices. Thus, the 
Standard Bank of South Africa’s forecast of the value 
of farm products for the season ended June next has 
already been revised upwards from £18,300,000 in 
August to £20,891,000 in October, as compared with a 
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realized total of about £16,000,000 in the previous twelve 
months. In the first few days after the declaration of 
hostilities, both wholesale and retail trade gave a sudden 
spurt, but thereafter remained rather subdued. The 
latest advices, however, indicate that many industries 
are well eye while engineering, foodstuffs produc- 
tion, soft goods and footwear are particularly active. 
Owing to the uncertain outlook and rising costs, building 
construction is expected to fall off once existing contracts 
are completed, but otherwise the outlook appears as 
favourable for South Africa’s secondary industries as 
for her baci meri The past six months have already 


seen a considerable revival after the slight setback of 
1938. from a low point of 147 in March, the Standard 
Bank’s index of business activity steadily rose to a new 


high level of 160 in September, receding to 159 in 
October. This rising trend indicates the steady develop- 
ment of the Union’s industries. Preliminary results of 
the industrial census of 1936-37 showed that the gross 
value of the output of private industrial establish- 
ments amounted to £153,400,000, as compared with 
£133,700,000, though some part of the increase was attri- 
butable to higher raw material prices. 

The recent upward trend is the more noteworthy as 
the international uncertainties have exercised a strongly 
deterrent influence on most industrial enterprise through- 
out the year. Once again, however, the gold-mining 
industry has acted as the sheet-anchor of South Africa’s 
whole economy. Its physical output has benefited from 
the coming into production of several new mines 
(notably Venterspost) and from the stimulus provided by 
a steadily rising sterling price. During the year both the 
size and value of output has achieved several successive 
new records. For the first ten months of the year output 
totalled 10,615,478 fine ounces (against 10,097,514 
ounces) with a declared value, including premiums, of 
£78,707,920 (against £71,156,402). A new factor was 
introduced into the gold situation on the outbreak of 
war, when the Government decided to restrict the price 
paid to 150s., taking for itself the difference between this 
price and the new sterling value of 168s. Since the pro- 
ducers are not free to ‘sell in London, this decision 
naturally does not affect the exchange relationship with 
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sterling. The producers claim that this special taxation, 
superimposed upon ordinary taxation, which bears with 
especial severity on the mining industry, imposes a 
severe handicap, both on the low-grade mines and on the 
developing mines. Owing also to the effective closing of 
the capital market for the duration, several of the latter 
decided to suspend operations for lack of finance, but 
the Government has declared its willingness in principle 
to make special advances to developing mines during 
he war period. 

Gold exports are no longer disclosed in the Union’s 
trade returns. For the first six months of the year, 
however, the position was as follows :— 


Six Months ended 


June June 
Exports 1938 1939 
Wool .. ‘ “ re 4,884 4,414 
Maize .. ae sia ar 48 509 
Hides and skins re a 649 786 
Diamonds ded 2s oa 1,030 734 
Other Merchandise (including 
re-exports, etc.) .. is 9,153 9,155 
fotal Merchandise .. - 15,7604 15,598 
Bullion and Specie .. és 39,234 26,341 
54,998 41,939 
Imports ‘is aa a 48,205 48,255 
Export (+) or Import (—) 
Surplus a “a es + 6,793 — 6,316 


The apparent decline in gold exports, of course, re- 
flects the extensive use made of the Union’s earmarking 
facilities. From £20,715,000 at the end of December, 
1938, the total of gold under earmark rose to £47,020,681 
at the end of April, when no further earmarking took 
place. Though some gold was retained under earmark 
in the first half of 1938, it is impossible to give the 
amount, as these figures were not published until some 
months after the practice was instituted. 

Excluding gold, the overseas trade of the Union for 
the first ten months of the year was as follows (page 56): 
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Ten Months Ended 











October October 
1938 1939 
Exports 
Wool .. es io’ ss 5,963 5,201 
Maize .. we oe 695 2,101 
Hides and Skins ew 1,125 1,329 
Diamonds ‘ 1,759 1,554 
Other Merchandise (including 
re-exports, etc.) .. 15,846 16,632 
25,388 26,817 
Imports a + ‘a 79,115 77,116 
Import Surplus ave ai ~ 53,727 — 50,299 


It will be seen that although the value of the wool 
cheque declined slightly, exports were buoyed up by the 
bumper maize crop and larger exports of hides and skins. 
While the apparent import surplus rose by £3,428,000 
the increase in gold-mining output leaves no doubt that 
the true position on visible trade account was at least 
equal to that a year ago. Actually the balance of pay- 
ments, which was estimated as unfavourable to the extent 
of £16,900,000 in 1938, was estimated at £1,100,000 in 
favour of the Union in the twelve months to June, 19309, 
and as much as £15,900,000 in favour for the twelve 
months. Like the other Dominions, therefore, South 
Africa may shortly be brought up against the problem 
whether accumulating London funds should be used to 
redeem sterling debt, to permit expansion at home or 
make the justification for an appreciation of the currency 
against sterling. It is sincerely to be hoped that the 
latter course, which would tend to restrict trade with the 
United Kingdom, will be avoided at all costs. That the 
more desirable policy of debt redemption will be chosen 
is suggested by the Finance Minister’s avowed policy of 
stability. 

Changes in the general banking situation, as will be 
seen from the following table, have not been of great 
importance during the year. 

The hesitancy of business due to the general un- 
certainties is reflected in a slight decline in advances over 
the year to September 30, but the high degree of liquidity 
resulting from the Reserve Bank’s cheap money policy 
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has encouraged the commercial banks tosubstitute invest- 
ments, and the combined total of the main earning assets 
is in fact slightly higher on balance. Deposits have thus 
risen by about £1,500,000 to £95,817,000. The budgetary 
position is sound, and in all respects the Union continues 
to enjoy an unimpeachable financial stability which will 
enable her to sustain with ease the financial burdens due 


to the war. 
SouTH AFRICAN COMMERCIAL BANKS 


Combined Figures—{ooo 


Balances 
with 
Reserve 
Deposits Bank Securities Advances 

1937 £ £ £ £ 
March 31... 93,053 22,878 10,611 54,099 
June 30... 91,599 17,617 12,612 55.453 
sep. 30 .. 91,433 17,460 10,625 58,762 
Dec. 31... 93,491 16,849 12,685 58,750 
1938 
March 3r__... 91,417 17,510 10,329 57,168 
June 30... 93,983 17,242 14,273 56,424 
Sep. 30 .. 94,374 23,200 13,909 54/313 
1939 
March 31... 91,873 18,759 15,841 52,140 
June 30... 97,438 22,386 15,920 53,086 
Sep. 30 .. 95,817 23,657 15,544 52,242 


Indian Banking in 1939 
By H. C. G. Slater 


HE monetary and banking situation of India, as 

| of all primary producing countries, has been 
abruptly changed by the outbreak of war. During 

the first eight months of the year general trading condi- 
tions remained fairly brisk in spite of the international 
outlook, and money was in fair demand. The yield of the 
three months’ Treasury bill averaged about 23 per cent. 
per annum from January to April, falling gradually from 
that month onward, as the exporting season ended, until 
in August, 1939, it was just under 1 per cent. The active 
note circulation, which in January, 1939, averaged about 
Rs. 190 crores and which increased to over Rs. 192 crores 
in February and March, had declined to about Rs. 180 
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crores by August, a normal fluctuation after the close 
of the busy season. On the whole commodity prices 
remained fairly steady, the index number of wholesale 
prices (Calcutta) advancing from 96 in January to 100 in 
August (July, 1914100). The advances and discounts 
of the scheduled banks expressed as a percentage of their 
demand and time liabilities were 51.82 per cent. in 
January, 1939. After rising to 56.51 per cent. in April, 
the peak period of trading activity, they were neverthe- 
less well maintained at about 45 per cent. during the 
succeeding four months. The Bank Rate at 3 per cent. 
continued to reflect the conditions prevailing in the 
money market, and gilt-edge prices on balance showed 
little change between January and August, 1939, the 
yield of 33 per cent. paper fluctuating round about 3.60 
per cent. per annum. Exchange remained fairly steady 
during the whole of the first period, the decline in the 
weekly offers of sterling to the Reserve Bank from April 
onwards being countered by that institution reducing its 
tap rate for purchases from 1s. 5%:d. to Is. 51%d. on 
May 13. At the same time it announced the discontinu- 
ance of sterling tenders until further notice. It was not 
until August, 1939, that substantial amounts of sterling 
were again purchased by the Reserve Bank. 

The outbreak of war brought about a sharp reversal 
in many directions of the conditions then existing. Gilt- 
edge prices in common with their London counterparts 
slumped at once, the quotation of 33 per cent. paper fall- 
ing over 10 points from 06 per cent. to about 85 per cent. 
At the same time an increased demand for money came 
into existence and the cash balances of the scheduled 
banks dropped over Rs. 11 crores between the end of 
August and September 29. The total of demand and time 
deposits, which averaged Rs. 250 crores in August, fell 
to Rs. 243 crores in September, while the advances and 
discounts of the banking system rose from a total of 
Rs. 109 crores on September 1 to Rs. 116 crores on Sep- 
tember 29. Treasury bill rates moved up sharply from 
just under 1 per cent. in August to 2} per cent. in Sep- 
tember, the total amount of bills outstanding with the 
public increasing from about Rs. 28 crores in July to 
over Rs. 33 crores in September. Since that date the 
total has increased still further to about Rs. 40 crores 
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though the yield on the three months’ bill has declined to 
under 2 per cent. The prices of most of India’s primary 
products received a fillip from the joint effects of the 
depreciation of the rupee in terms of the dollar and the 
sustained overseas demand. With increased activity in 
the various commodity markets, notably in jute, the 
banks soon found themselves faced with a shrinkage of 
their deposits on the one hand and an increased demand 
for finance on the other. To meet this situation (which 
has been aggravated to some extent by the increased 
Treasury bill offerings) the Reserve Bank has been pur- 
chasing sterling freely for both near and forward 
positions, and has also expanded currency against 
sterling securities. The statement of the issue depart- 
ment on December 8 revealed that the increase in the 
active note circulation since September was about Rs. 33 
crores, the sterling securities held advancing corre- 
spondingly from Rs. 59.50 crores to Rs. 92.50 crores. A 
slight decline in the rupee coin held during the same 
period is also noteworthy as indicating an increased 
demand for silver rupees in the provinces in consequence 
of more active trading. The percentage of gold and 
sterling assets to notes issued shows an advance from 
48.19 per cent. in August to 56.67 per cent. on Decem- 
ber 8. Special measures taken by the Reserve Bank on 
the outbreak of war included the issue of regulations 
regarding exchange and a restriction on the purchase 
and sale of certain securities. The import and export of 
gold except under licence was forbidden, but this regu- 
lation was not intended to interfere with the legitimate 
business of authorized dealers in bullion. In general 
there have been no restrictions placed on the ordinary 
conduct of business and exchange dealings between India 
and the United Kingdom and other Empire countries. 
While it is as vet too early to attempt to gauge the 
probable effect which the war will have as a whole on 
India’s economic prosperity, it is clear that the outlook 
for the Indian banking industry is by no means adverse. 
The considerable rise in the prices of primary products 
which has occurred since the war is certain to be of the 
greatest benefit to the great mass of the agricultural 
population. It has been said that the problem of agri- 
cultural debt, which is in itself the greatest obstacle to 
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the development of organized banking in so far as it 
stultifies the efforts to make the “ryot” credit-worthy, 
is largely a problem of “ prices” and a period therefore 
in which the agriculturist receives better prices for his 
products should be of great value. It should assist for 
one thing in unfreezing the assets of a large number of 
co-operative credit societies, and this in turn should react 
favourably on the liquidity of the smaller banks, ulti- 
mately affecting the policy of the provincial apex banks 
and the larger institutions which come under the direct 
control of the Reserve Bank. A second factor of some 
importance to Indian banking prosperity is the stimulus 
which will undoubtedly be given to Indian industrializa- 
tion. With the United Kingdom and other countries 
devoting more and more of their industrial output to 
war products, India’s normal imports of manufactured 
articles must suffer, and this should encourage in- 
digenous efforts to fill the gap. Banks should thus find 
increased opportunities not only to push ahead with 
branch banking development, but also to provide, with- 
out necessarily departing from joint stock banking prin- 
ciples, some of the additional finance which will be 
required. 

Thirdly, there is the effect of a large favourable 
balance of trade to be considered, with its reaction on the 
internal prosperity of the country. To the bulk of the 
population an increase in the price of India’s imports 
means little; but an increase in the prices of her export- 
able products means everything. Thus the Indian 
exporter benefits from the depreciation of the rupee as 
against the dollar as well as from the increase in the 
world prices of his products, while the discouragement 
given to imports by the war will not disturb him. As 
nearly 60 per cent. of India’s exports go to countries 
within the sterling area, the increased favourable 
balance of trade will tend to drive the rupee exchange 
towards its upper limit of 1s. 67+d., and the Reserve Bank, 
which in April last was concerned with frustrating bear 
attacks on the rupee, must now devote its attention to 
keeping the rupee from going too high. It will be 
remembered that in the last war the steep rise in the price 
of silver drove the rupee from its sterling parity, but 
unless the war extends to the Far East it is difficult to 
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see any threat to the rupee exchange from this quarter. 
The new system of import and export licences for silver 
which is foreshadowed as part of a policy of maintaining 
the silver price within limits of Rs. 62 and Rs. 64 per 
too tolas should prohibit any tendency for specuiative 
demands to exploit the genuine demand which exists in 
India for the white metal. 





International Banking Review 


FRANCE 


HE publication of the monthly figures of the French 
banks show that the withdrawal of deposits which 
took place immediately after the outbreak of the 
war was followed by an increase of deposits after a few 
weeks. During the second half of September the French 
banks began to recover their deposits, and since then the 
movement has continued. During September the outside 
resources of the four leading French banks actually 
increased from 33,160 million francs to 34,267 million 
francs. It is true that at the end of September their total 
deposits were still under the figure for the end of June. 
Evidently the withdrawal of deposits during August and 
the early weeks of September was due to a feeling of 
uncertainty which since has almost completely subsided. 
One of the reasons for the increase of deposits after the 
French public had recovered from the first shock was 
the continued repatriation of French capital from 
abroad. There is reason to believe that before long the 
total of French bank deposits will rise well above its level 
of July, 1939. While during August the banks reduced 
their bill holdings in order to increase their cash 
resources, during September they were in a position to 
raise their bank holdings to a considerable extent. 
There is reason to be satisfied with the resistance of 
the French banking system to the upheaval caused by 
the war. Considering the abnormally high proportion 
of those called up for military service and the large-scale 
evacuation both in the eastern provinces and in the big 
cities, it would not have been surprising if hoarding in 
France had increased to a very large extent for the dura- 
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tion of the war. Instead, the very first war month wit- 
nessed a certain amount of dishoarding, which enabled 
the banks to absorb a large part of the Government’s re- 
armament bonds, with the aid of which the deficit on the 
War Budget is covered. 


HOLLAND 

A meeting of the creditors of Mendelssohn and Co. 
was held on December 2. The firm was granted a mora- 
torium for eighteen months. The report of the 
liquidators states that Dr. Mannheimer’s estate owes the 
hank 13 million guilders, against which the bank holds 
securities to the value of only 2 million guilders. Dr. 
Mannheimer’s art collection, which will be liquidated in 
favour of the bank, is valued at 6? million guilders. The 
report further states that deposits with the bank declined 
during recent years and it became necessary to raise 
large credits, as a result of which the bank’s standing 
suffered. Most of the credits were concluded in foreign 
currencies. The staff has been reduced considerably, 
and it is not intended to maintain the bank’s activities. 
The total number of creditors is 560. Amongst them the 
claims of twenty-six creditors are in excess of 1 million 
guilders. The majority of these large claims are covered 
by specific securities. An agreement has been reached 
to prevent unduly hasty liquidation of the securities. 
The balance sheet, dated October 31, shows a total of 
135 million guilders. The deficit is estimated provi- 
sionally at 40.5 million guilders. 

The annual report of the Amsterdamsche Bank gives 
the reasons for the cancellation of the arrangement con- 
cluded shortly before the war for the bank’s amalgama- 
tion with the Rotterdamsche Bankvereeniging. In exist- 
ing circumstances the repayment of capital and reserves 
which would have formed part of the transaction is no 
longer convenient. Moreover, the view is held that 
owing to the many difficult problems with which both 
banks are now faced there would not be enough time to 
carry through the gigantic work of the amalgamation. 


BELGIUM 


It was feared at the time of the Mendelssohn crisis 
that its repercussions might lead to banking difficulties 
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in various countries. Belgium seems to be the only 
country where any such difficulties have arisen on 
account of the losses suffered through the failure of 
Mendelssohn and Co. Two Belgian banks, the Crédit 
Anversois and the Caisse Générale de Reports et des 
Dépots, Bruxelles, fell victims to the Mendelssohn crisis. 
{n both instances, however, the losses suffered through 
the failure of Mendelssohn and Co. were preceded by a 
series of unfavourable years. In the case of the Caisse 
Générale de Reports et des Dépots the claims against 
Mendelssohn and Co. amounted to 16 million guilders. 
This made it necessary to reorganize the capital of the 
bank. The three leading Belgian banks, the Banque de 
la Société Belgique, the Banque de Bruxelles, and the 
Société Belge de Banque, formed a consortium to provide 
new capital. No attempt is being made, on the other 
hand, to reconstruct the Crédit Anversois. Originally a 
plan was elaborated for raising new funds to the amount 
of 200 million Belgian francs, partly through the banks 
and partly through the Government. The Government, 
however, refused to collaborate in the scheme. The 
Crédit Anversois has some 115,000 depositors with an 
average deposit of 5,000 francs. The small depositors 
will receive 75 per cent., while the large depositors will 
obtain only 25 per cent. 


CZECHOSLOVAKIA 


The Bohemian Union-Bank, whose twenty-three 
branches situated in the Sudeten districts were taken over 
last year by the Deutsche Bank, will undergo reconstruc- 
tion. Asa result of the transfer of its branches, its turn- 
over declined by about one-third. In consequence of the 
penetration of German banks in Czechoslovakia after its 
acquisition by Germany, there was a further contraction 
of the Union-Bank’s business. Accordingly it became 
advisable to carry out amalgamations among the Czech 
banks. The Bohemian Union-Bank has decided to 
reduce its share capital from 100 million crowns to 15 
million crowns. With the aid of the Deutsche Bank the 
capital will be raised again to 100 million crowns, and 
a plan for the amalgamation of the bank with the German 
Agrarian and Industrial Bank will be submitted to the 
shareholders. 
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According to a statement made by Sir John Simon in 
December, legislation will be introduced in Janua 
authorizing the settlement of cash claims of British 
residents against Czechoslovakia out of the unspent 
balance of the £6 million advance granted to the Czecho- 
slovakian Government in 1938. It is understood that the 
unspent balance amounts to some £34 million. Out of 
that amount the coupons of the Czechoslovakian 8 per 
cent. loan will also be covered. 


Appointments @ Retirements 


Bank of China 
At the London Agency Mr. Tuh-Yueh Lee, hitherto 


co-agent, has been appointed agent in succession to 
Mr. S. E. Lucas, who has retired. 


Barclays Bank 

Mr. R. Morgan, chief metropolitan manager, has 
retired after 44 years’ service in the bank. He is 
succeeded by Mr. A. F. Bone, a metropolitan manager. 


Barclays Bank (D. C. & O.) 


Mr. J. R. Leisk has been elected a vice-chairman. 

Sir Henry Chapman has been appointed a member 
of the London Committee and Major J. L. Reid has been 
appointed a member of the Cape local board. 


British Linen Bank 

The death is announced, with regret, of Mr. John 
Storry, agent at Renfrew branch. He is succeeded by 
Mr. James Lawson, agent at Motherwell branch. 

Mr. William Gilmour, teller at Motherwell branch, has 
been appointed to succeed Mr. Lawson as agent at that 
branch. 


British Overseas Banks’ Association 

Mr. Ralph Gibson, a sketch of whom appears as 
frontispiece to this issue, London manager of the 
Standard Bank of South Africa, has been elected chair- 
man of the British Overseas Banks’ Association for the 
coming year. 
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Commercial Bank of Australia 


On the return of Mr. A. M. Gibson to Australia, 
Mr. P. W. Jackson, of Wellington, New Zealand, has 
been appointed to succeed him as manager of the 
London office. 


Lloyds Bank 


Mr. H. C. C. Robins has retired from the management 
of High Wycombe branch. 

Mr. D. C. Ward, hitherto an inspector, has been 
appointed assistant manager of Bristol branch. 

Mr. F. Clarke, from Aldwych, W.C., has been 
appointed sub-manager of Finsbury Circus branch, E.C. 

At Highbridge branch, Mr. E. F. Hobbs, from Bath, 
has been appointed manager. 

On the death of Mr. G. B. Thomas, Mr. W. J. Owen, 
from Newport, Pem., has been appointed manager of 
Llandilo brnach. Mr. S. R. Evans, from Carmarthen, 
succeeds Mr. Owen as manager of Newport branch, Pem. 

Mr. R. H. Cumming, from Stonehouse, has been 
appointed manager of Mutley branch, Plymouth, and 
Mr. E. de J. Robin, from Plymouth, has been appointed 
manager of Stonehouse branch. 

At Norwich branch, Mr. L. C. Ridler, from Bristol, 
has been appointed joint manager. 

Mr. P. Giddy, from Highbridge, has been appointed 
manager of Okehampton branch on the retirement of 
Mr. W. Palmer after 42 years’ service. 

On the retirement of Mr. V. F. Searle on account of 
ill-health, Mr. F. A. James, from Farnham, has been 
appointed manager of Storrington branch. 


Midland Bank 
Sir Eric Phipps, formerly British Ambassador in 
Berlin and Paris, has been elected to the board. 


National Bank of Scotland 


The death is announced of Mr. James Sneddon, C.A., 
agent at Shotts branch. Mr. William Constable, 
accountant at that branch, and Mr. John H. M. Fraser, 
C.A., a partner of the late Mr. Sneddon in the firm of 
Messrs. James Sneddon and Co., have been appointed 
joint agents. 
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Royal Bank of Scotland 


Sir James Lithgow has been elected an extraordinary 
director. 


Union Bank of Australia 

Mr A. W. McNicol, the general manager in Australia 
and New Zealand of the Union Bank of Australia, has 
retired after 43 years’ service. He is succeeded by 
Mr. A. E. B. Goode. 


Westminster Bank 

Viscount Runciman has been appointed a director of 
Westminster Bank, Limited. Viscount Runciman has 
twice previously been a director of the Westminster 
Bank, on both occasions resigning to accept ministerial 
appointment in the Government. 


New Branches 
Martins Bank 
A new branch office has been opened at 402, 


Heysham Road, Heysham, under the management of 
Mr. H. Parker, manager of Morecambe branch. 


Books 


THE Economic CAuSES OF WAR. By LIONEL RossIns. 
(Jonathan Cape. 5s. net.) 

Tue large section of the British public which listens to 
German propaganda broadcasts does so for amusement 
or the chance of an occasional scrap of censored informa- 
tion—certainly not with any idea of being influenced by 
them. Yet it must strike the reflective listener to those 
broadcasts as significant that the Nazis should assume 
that their best hope of exerting an influence lies in 
discrediting this country’s motives and attempting to fan 
the embers of class conflict. In the very extremism of 
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Marxism lies a certain danger, for this has allowed to go 
uncontradicted a whole farrago of nonsense which 
appeals to the naive who would appear sophisticated 
and tends to seep unnoticed into the popular mind. Thus 
Professor Robbins is performing a service of consider- 
able value in discussing the Marxist case quite seriously 
and subjecting their arguments to the searching 
examination of logic. Having disposed of other aspects 
of Marxism in “The Economic Basis of Class Conflict,” 
he now dismisses the Marxist theories of imperialism in 
the present volume. One extremely telling aspect of the 
Robbins technique is to place the Marxist writers into 
historical perspective—a task for which the author is 
singularly highly qualified. Just as Marx himself is not 
particularly impressive when regarded as a rather 
muddle-headed nineteenth-century follower of Malthus, 
so Rosa Luxemburg’s theories of the search for markets 
lose considerably in stature when revealed as just one 
more under-consumption theory, and Lenin’s talk of the 
“machinations of finance-capital”” becomes much less 
awe-inspiring when it is realized that “ finance-capital ” 
itself is an almost purely German phenomenon which 
Lenin annears to have taken over from the German 
writer Hilferding. That wars may occasionally have 
been fought on behalf of particular groups of economic 
interests Professor Robbins concedes (his views on the 
Boer War are especially interesting), but he finds it easy 
to show that few, if anv, wars have been waged for the 
benefit of “ finance-capitalists”” as a class. He quotes 
instances in which financial interests have been 
deliberately created as a facade for exnansionist political 
ambitions, notably the remarkable Yalu episode, often 
adduced as a “cause” of the Russo-Japanese war, 
though in fact the whole enterprise was bogus and the 
timber warehouses nothing but barracks. The author 
points also to the innumerable cases in which finance has 
had to be caioled into making investments to serve 
strategic or diplomatic purposes, or where financiers 
have urged conciliation on the politicians: “ Years 
before the Foreign Offices had adjusted their differences 


the international bankers were in agreement.” Debunk- 
G 
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ing Marxism, however, is merely a preliminary clearing 
of the ground for the more constructive task of investi- 
gating economic causes of war whose existence is not 
confined to the Marxist imagination. 

Professor Robbins’ thesis is that in its economic aspect 
power politics—desire for colonies or the fear of losing 
colonies—is due ultimately to restriction. It is the fear 
that gain or loss of territory means gain or loss of access 
to supplies or markets which invests the struggle for 
power with such desperate ferocity. And “to argue that 
interest in restrictions is confined essentially to property 
owners is out of harmony both with theory and with the 
facts.” Indeed, it is in the identification of the State with 
economic interests in the totalitarian systems that the 
writer perceives the most acute danger, and which 
inspires his most eloquent plea for the acceptance of a 
limitation of national sovereignty in some form of 
Federal Union. If Professor Robbins’ book could be 
brought within reach of the intelligent mass of readers 
in this country it could help enormously to clarify public 
thought on the most vital of all topics at the present time. 
Unfortunately, its price seems to have been fixed on the 
lugubrious assumption that it can appeal onlv to a 
limited elite. Let us hope in this case that its readers will 
wield an influence disproportionate to their numbers. 


W. M. D. 


INTERNATIONAL TRADE STATISTICS, 1938. The League of 
Nations. Geneva, 1939. (London: Allen & 
Unwin. 12s. 6d. net.) 

INTERNATIONAL TRADE IN CERTAIN RAw MATERIALS 
AND FoopsturFs, 1938. The League of Nations. 
Geneva, 1939. (London: Allen & Unwin. 6s. net.) 

BALANCES OF PAyMENTS, 1938. The League of Nations. 
Geneva, 1939. (London: Allen & Unwin. 5s. net.) 

TuEseE three volumes containing statistics of inter- 
national trade assume particular significance by the fact 
that they cover the last pre-war year. In all probability 














they will form for some time the last reliable material 
available on the subject, since from the beginning of 
the war a number of countries have suspended the publi- 
cation of detailed statistics, and in some cases at any 
rate there is every likelihood that the figures will be 
doctored for the benefit of opponents. Each one of these 
three volumes contains highly valuable raw material for 
those concerned, theoretically or practically, with 
economic warfare. The detailed trade statistics give the 
figures of Germany’s trade with individual countries, 
enabling us to form an idea of the effect of the naval 
blockade upon German foreign trade. They also give 
tables of Germany’s foreign trade according to categories 
of goods, which again goes a long way towards enabling 
us to form an idea of which goods are likely to be missed 
by Germany. The volume of trade in certain raw 
materials and foodstuffs is even more helpful from this 
point of view, since it contains data concerning 
Germany’s imports of various commodities from 
particular countries. The volume of balances of pay- 
ments is less helpful from the special point of view of 
Germany’s situation, as Germany has not published her 
balances of payments figures since 1937. Nevertheless, 
the material concerning invisible import and export 
items of other countries is as useful as ever. 


Bankers and business men are strongly advised to 
acquire a copy of these three volumes for reference 
purposes, since for a long time to come the statistical 
information they contain will be quoted extensively for 
purposes of comparison. Nineteen hundred and thirty- 
eight being the last pre-war year, it will be looked upon 
as a basic year for economic and statistical purposes, just 
as 1913 became the standard of reference for some 
twenty-five years. 


How To Pay FoR THE War. By E. F. M. Duras. 
(Routledge. 3s. 6d. net.) 


Tue complete failure both of the public and its elected 
representatives to grasp the magnitude of the financial 
task before us raises a crying need for a popular 
explanation of war finance. Mr. Durbin’s book thus 
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comes at a most opportune moment, but it is unfortun- 
ately remarkable chiefly for the author’s partiality to 
inflation. To be sure, he regards “ uncontrolled ” 
inflation as a “terrible disaster.” But he argues that 
“a moderate and controlled inflation of expenditure is 
excellently desirable in a period of war finance ”—and 
his idea of moderate inflation is to double the price level 
in five years. Compared with what we shall see unless 
the Government shows more stomach than hitherto for 
practising what it preaches, that may indeed be 
moderate; but it seems a lamentably defeatist pro- 
gramme for an economist of Mr. Durbin’s standing to 
advocate at the very outset of the war, when the vicious 
spiral of costs and prices has not yet begun to operate. 
The author does singularly little to justify his choice of 
policy. He argues that inflation is necessary, “ in com- 
bination with restrictions upon consumption,” to produce 
a sufficient flow of monetary savings, without pointing 
out that it is the restrictions on consumption which 
release the necessary resources. He argues that an 
expansion in money income is necessary to reduce the 
real burden of debt, without pointing out that the amount 
of debt created is proportionate to the inflation and that 
it is only the existing bondholder who is defrauded by 
the rise in the price level—together, of course, with all 
other recipients of fixed incomes, from the old-age 
pensioner upwards. Their hardships are greater even 
than those of the workers, whose wages “ go up by the 
stairs while prices go up by the lift.” Indeed, the most 
astonishing feature of the book is the author’s disregard 
of the gross social injustices inseparable from inflation. 
There is a useful statistical appendix on the finance of 
the last war. 


THe BANK OF CANADA. By Mitton L. STOKEs. (Mac- 
millan. 18s. net.) 


As is well known, American law places restrictions 
on the extension of credit to belligerent Governments or 
those technically in default on war debts. Canada, 
fortunately for the Empire, is a belligerent and an 
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important one, but it seems possible that she may, never- 
theless, play a further outstanding réle in the present 
struggle as a financial intermediary between America 
and this country—already there are reports that a 
Canadian company may be formed to assist in the 
liquidation of British securities in the United States. This 
authoritative work on the crowning edifice of the 
Dominion’s banking structure—her four-year-old central 
bank—thus makes its appearance at a time when interest 
in the Canadian financial system is exceptionally keen. 
Its appeal, admittedly, is essentially specialist—only a 
narrow circle in this country will be interested in the 
account of the discussion preceding the establishment of 
the Bank, to which several chapters are devoted. But 
it contains an instructive account of Canada’s pre-war 
financial system, of the central bank’s operations since 
its establishment and its role in the Canadian economy, 
placing on record much useful information which is not 
otherwise readily available in this country. 


IncoME Tax Rewiers. By F. N. Bucuer. (Published 
by Butterworth & Co., Ltd. 12s. 6d. net.) 


To describe a new book as “timely ” is undoubtedly 
a cliché, but it would be difficult to find one to which the 
epithet could be more justly applied than to this 
systematic and absolutely up-to-date review of the types 
of relief open to various classes of income tax payers. 
At a time when the beginning of the year brings with it 
the income tax collector’s claim to the most fabulous 
sums, the subject of reliefs must exercise the minds of 
a large portion of the population. Actually Mr. Bucher’s 
book is designed primarily for the guidance of his legal 
colleagues and others who have to advise the taxpayer 
on his liabilities. Among its many valuable features is 
a presentation of the statutory provisions in a form which 
should serve to avoid much laborious examination of 
the original texts. The relevant judicial decisions have 
been similarly collected, while another special feature is 
an explanation of the practice of the Revenue relating to 
obscure statutory provisions or those of doubtful mean- 
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ing. Exactly how up-to-date is Mr. Bucher’s exposition 
may be seen from the fact that he includes a section on 
allowances for air-raid protection works and also a 
special chapter on the recent war Budget, dealing with 
the special reliefs for incomes diminished owing to 
the war. 


CONSUMER CREDIT AND Economic Stapitity. By Ror 
NuGcENT. (New York, 1939: The Russell Sage 
Foundation. $3 net.) 


Tuts volume presents an analysis of the dynamic 
characteristics of consumer credit with a discussion of 
the possibility of controlling its expansion and contrac- 
tion in the interest of economic stability—a subject which 
has recently acquired a special interest in relation to the 
after-war effects of Mr. Keynes’ plan for compulsory 
savings. The author describes the development of 
consumer credit agencies and gives some statistical 
material on consumer credits in the United States for 
the period 1923-27. Much of this material is published 
for the first time. The book deals with the subject with 
great thoroughness and is likely to remain for a long 
time the standard work on consumer credit. 


TEACH YOURSELF Economics. By S. E. Tuomas. 
(English Universities Press. 2s. net.) 


One of the most useful features of this little book is 
the admirably chosen bibliography. Though ostensibly 
addressed to the enquiring layman—and indeed quite 
suitable to such a public—the book itself has, in fact, 
been planned as an elementary textbook and can be 
recommended to students working for professional 
examinations. Most examiners having been brought up 
on the political economy of the last century, this means 
that the exposition follows conventional and occasion- 
ally outmoded lines, but (if less satisfying to the purist 
than Honor Scott’s “ Approach to Economics ”) the book 
is definitely above the average of its type. 
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A scientific approach to the problems 
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MONETARY MANAGEMENT. By Sir CHARLES MoRGAN- 
Wess. With Preface by W. CRAVEN-ELLIs, M.P. 
— 1939: Sir Isaac Pitman & Sons. 7s. 6d. 
net. 


Tus book was written just before the outbreak of the 
war and its interest lies, therefore, in its account and 
interpretation of past events rather than as a guide for 
future policy. The author’s chief shortcoming is that he 
can only see the economic system from the angle of 
monetary policy, and that he believes that monetary 
management can cure all evils. It is true that in this 
respect he is in good company. This fact is, however, 
no excuse for the over-buoyant optimism of his conclud- 
ing suggestion that a monetary system capable of 
financing the abundance economics of the twentieth 
century has already evolved. A great deal more than 
mere monetary conjuring is required to put abundance 
economics into practice. 


PUBLICATIONS RECEIVED 
Economica, NOVEMBER, 1939. Two items of excep- 


tional interest to bankers are Mr. F. W. Paish’s “ Note on 
Bank Window-Dressing,” and “The Theory of Foreign 


Exchanges,” by F. Machlup. 


Economic JouRNAL, DECEMBER, 1939. Contains Mr. 
J. M. Keynes’s eagerly awaited article “ The Income and 
Fiscal Potential of Great Britain,” being the statistical 
material on which was based the plan for compulsory 
savings discussed in last month’s issue of THE BANKER. 
Also Sir Robert Kindersley’s annual review of British 
Overseas Investments and “The Unofficial Market in 
Sterling,” by Paul Einzig. 
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ROYAL BANK OF SCOTLAND 


ANNUAL GENERAL COURT OF 


IMPORTANCE OF 


DUKE OF 


HE Annual General Court of Proprietors 
of The Royal Bank of Scotland, was held 
t Edinburgh on 29th November, His 


a 
Duke of Buccleuch and Queens 
Governor f Bank 


Grace The 
berrv, G.C.V.O 
presiding 


of the 


His Grace said 


[ assume it will be your pleasure that the 
\nnual Report and Balance Sheet, with 
\uditors’ Report will be taken as read Phe 

riod covered by the Report has been one 
but, notwithstand 





uncertainty and anxiety 


ng the lificult times, the Directors are 
pleased to be able to submit to you a 
Statement which they consider to be very 


tisiactorv. 


Ihe outstanding feature of the vear, to 
which I must refer, was the acquisition, in 
July last, of the whole of the Capital of the 
Mills & Co 


who were founded about 200 years ago 


private banking house of Glyn 


\s part of the consideration price a new 
ssue of £469,808 Royal Bank Stock was made 
ncreasing our Capital from /£3,780,192 to 
44 50,000 At the oper ial General Court 

d here on 16th August, I explained the 
easons for our alliance with Glyn, Mills & 

ind | would only add that our expecta 
ms of benefit from the union have been 
lly realised Lhe premium arising from the 
ue of the 
writing down the value of our investment 
Glyn, Mills & Co ind in substantiall 
ing to Inner Reserves 


$69,505 Sto k has been utilised 





DEPOSITS 
show 


lurning to the 


Balance Sheet we 
the heading ] 


Liabilities 1 modera 


PROPRIETORS 


EXPORT TRADE 


BUCCLEUCH’S ADDRESS 


decrease compared with a year ago, of 
£948,495 in Deposits which stand at 
68,973,438. Notes in Circulation show an 
increase of almost 4200,000 The increase 


under this heading no doubt reflects the 
industrial activity in Scotland Acceptances 
and Indorsements, and other obligations, also 
a decrease of approximately 
That calls for no comment 


} 
SHOW 00,000 


LIOUID ASSETS 


INVESTMENTS 


AND 


On the Assets side you will see that Cash 
in Hand and with the Bank of England and 
other London Bankers, and Money in 
London at Call and Short Notice amount to 
almost Sixteen Million Pounds, thus providing 
ample evidence that the Bank’s usual highly 
liquid position has been maintained Phat 
sum represents 22 per cent of our liability 


for Deposits and Notes issued 


We have to 


42 193,625 to 424 


report a decrease from 
1,619 in British Govern 


ment Securities 


Sales to meet our investment in Glyn 
Mills & Co the demand for 
accommodation by our customers and the 
lower values of Gilt-edged Securities, are the 
under this 


increased 


principal reasons for the decline 


heading 


We can again say that a goodly proportion 
of our Investments in Government Stocks 
is in Short- and Medium-dated Stocks, and 
that all our Investments are valued at or 
under the Market Prices ruling on the date 
f our Balance 








Bill Di j 114,945 w! h 
ine le ul holding) show a 
decrease of 1,400,000 rhis 
decline refle ige, nowadays, of 
the Con r 

ES 

When | ua year a I 
reported an increase f fully 
Pounds in our Advance and | 
again to record an increase 0 
ft 000 in this important part of our 
business The ncreast l well spre id over 
our Branches and is closely related to the 


Government programme of rearmament and 


Phe net profit for the year at Six hundred 
and five thousand seven hundred = and 
nineteen pound is Seven thousand five 
hundred and thirty-eight pounds less than 
the amount declared last year 

This is after providing for all Taxation 


National Defence Contribution and Charges 
of Management which, under present con 


ditions, cannot fail to grow 


The Director are plea ed to be In a 
position to recommend that a Dividend for 
the Half-year on the Capital Stock, including 
the New Stock issued in connection with the 


acquisition of the Capital Stock of Glyn 
Mills & Co., at the rate of Seventeen per cent 
per annum, be declared, and the same appro 
priations as last year be made to Bank 
Buildings and Heritable Property and Pension 
Reserve Fund 


After these Appropriations there remains 
the sum of {89,532 ~ ad. which it Is 
} 


proposed should, this year, be added to our 


Inner Reserves against Contingenc 


BUSINESS OF THE BANK 


The business of the Bank has been well 
maintained throughout the vear, and that 
also applies to our associate Bank, Williams 
Deacon's Bank Limited who — report 
improved trade conditions in the areas it 


serves 
EXPORT TRADI 


On previous occasions | have emphasised 
the necessity for Great Britain to expand its 
Export Trade by all means in its power 
To-day the need is greater than ever though 
the circumstances have changed We require 


substantial supplies of goods from  othe1 








countries to meet the needs of the War, and 
if we are not to incur a dangerous depletion 
of our reserve assets in the shape of mobilised 
gold reserves and partially mobilised Dollar 
and other foreign securities, we must pay 
for those imports with the current production 


f our own industries 


The problem is not so much one of findin 
markets for our goods, as of so organising 
sur industrial output that we have a sufficient 
margin of productive Capacity to supply 
those markets that are waiting for them 


here should be plenty of willing overseas 
buyers, thanks to the curtailment of German 
competition and the improved purchasing 
power of those countries which are benefiting 
from our War expenditure 


Che task is one primarily for the Govern 
ment’s economic advisers Just as our 
man power has been allocated between the 
fighting Services and the Industries essential 
to the needs of these Services, so must a 
ortion of our domestic production be 
mobilised to furnish the sinews of our externa! 
economy and, at the same time, to re-establis] 





manently our overseas trade in markets 
any of which were lost in the last War 
neglect of economic on 


Le 
t 
“i 
through — the 


siderations 


THE NEED FOR THRIFI 


\s regards our internal economic position 
we have seen some advance in prices and 
wages in the last two months, giving rise to a 
belief in some quarters that inflation might 
be starting Some rise in prices was 
inevitable as the result of increased costs 
inseparable from War conditions, and_ the 
advances which have occurred should be 
regarded as necessary adjustments 


It is essential, however, that these advances 
should not themselves produce a_ further 
increase in the cost of living, thus leading to 
quite legitimate demands for still higher 
wages When we, as a nation, are devoting 
so large a part of our activities to producins 
the necessities of War, the supply of goods 
and services available to individuals has to be 
curtailed Higher profits and higher wages 
are a natural incentive to increased ex 
penditure which some individuals may _ be 
able to afford, but the nation, as a whole 
cannot 


Higher profits are being checked by 
lrastic taxation, but that is not enoug! 
\dditional purchasing power in the hands of 
individuals should not be exercised if it is 
voing to create a demand for goods and 
services In competition with national needs 
and thus sow the seeds of inflation. Our 





unl 





77 


nomic system can be preserved if we are — satisfactory Report which we have been able 
ible of self-discipline by refraining from to present to you. On the General Manager 

a particularly heavy burden has rested, and 
devoted and 


Cape 
he exercise of the additional purchasing 
come the way of the more’ we gratefully appreciate his 


ver which may 
successful services to the Bank 


fortunately placed individuals 


You will be interested to hear that no less 
than 245 of our Male Staff, or about 23 per 
munity a clear recognition of the Cemt- of those of military age, are now 
principles. at stake, so that competitive %¢TV'ns their Country with the fighting 
lemands on industry will not be created Forces, while others, in their own time, are 
thoughtless and unnecessary expenditure helping on the home front. I think we may 

It is to be hoped that the Government well be proud of them, while also we recognise 
Departments themselves will set the example that the necessary re-organisation, to en ible 
careful spendin: Only by refraining from the Bank's work to be carried on, has thrown 
innecessary expenditure can we hope to 
id inflation, the disastrous effects of 


\ lead must be given by a great thrift 
umpaign which will bring home to the whole 


additional strain on our Officers, Agents and 
remaining Staff. 


vhich would fall on the shoulders of those APPROVAL OF ACCOUNTS 
af le to hear then : 
oe DIVIDEND 
Na hae . jG I now beg to propose that the Report, 
THANK fO OFFICIAL ontaining a Statement of the Accounts and 
AND STAFI Balance Sheet, be approved, and that out of 
i eke , the Profits of the year a Dividend at the 
2 year in which the ‘\ountry WaS Rate of Seventeen per cent. per annum for 
ershadowed by War and preparations for the Half-Year, under deduction of Tax, 
War, we owe even more than usual to the ie dasiaeal dh comiacniie therewith 
(seneral Manager, Assistant General Manager : 
id the Officials and Staff at the Head The Repcrt was approved, and_ the 
Otfice, London, Glasgow and Dundee Offices Governor, Deputy-Governor, Extraordinary 


Directors, and the retiring Ordinary Director 
were re-elected, and Auditors were re- 
appointed for the ensuing year 


id the Branches, our thanks for their loyal 


t 
rk and support in difficult conditions 


e results of their work are shown in the 


INf ORTH 
153 IRIMPRSE 


IMPRRGAINNP TE 
ONSULVANCES CO. hiPD. 


ecurity & Sewi 
61, THREADNEEDLE STREET, LONDON, E.C.2 
64, PRINCES STREET. EDINBURGH, 2 
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BANK 


OPPORTUNITIES 


IN 


OF LONDON AND SOUTH AMERICA LIMITED 


LATIN AMERICA 


LORD WARDINGTON’S REVIEW 


Hil () lal Meetin 
nber the Bank of 
| nl \ e! Limited 
Decembe ), at e head office 
lboket e Yard, London, EA 
t Hor I 1 Wardington (the 
n t ¢ peech said 
| t 1 ( ry in peace 
nter nd expansion durin 
eV ‘ ential in order 
! rrency to pa for 
Istuff & 
| ngerou leple 
! ( n asset 
| f loyment in 
1 | rlooked 
| t e Germany 
' ‘ nt 
( rt } Cre! 
i \ rtunit pre 
‘ i 
( FOR BRIELISH PRADI 
DRIVI 
| \1 i 1 
| lor German 
: { 
nan 
i on oa 
ten ul 
Lic is pI | 











! | mluct 
ntinued 
{ intr 
() peration ot 
te luril tI 
threal German 
ed tel } per cent 
port r cent {f Chilear 
nt ruvian, whereas Britis! 
tec niya ut 10 per cent n 
! | roportion existed in 
le { t ( itral nerican 
It sou \ untt t! 
tt } 1 r ew ‘ nave ad 1 
tt fil tation as wella f the 
en wi the outbreak of 
Europea I i ny { the repub 
restri n mports in in eflort to restore 
nerease their favourable balance of trade 
In rving degree, however, this policy is now 
ell ersed in view of the difficulties of 
unit oods from Europe, whilst hould 
e European war be prolonged, the purchas 
in ver of the South American countri 
should prove through the greater demand 


Wal 


the increase 


ind higher prices 


pr rimary commoditi 
and the consequent general improvement 
the exchange positions 

The Latin American States have declared 
their strict neutrality in the European war 


but in those democrati despit 


countries | 


ntense German propaganda, which ofte 
defeats its own object—there is very genet 
ympathy with the Allied cause assisted | 


many years of unbroken friendship and 


mmercial relation 


NEED FOR COMPETITIVE METHOD 

The moment, therefore, appears opportur 
for a Briti tles campaign in the Lat 
\merican countries, and particularly in th 


suuntries where the 


vill | 


ckade of German 





ill le n imports, althoug 
n the present pl ise Of reciproc il tradin 
Britain must on her part endeavour to ir 
crease purchase of South and Cent: 
\merican product Moreover, whilst there 
still continues preference British goods 
Latin Amet our prices and credit tert { 
must be competitive, and our sales method ? 
\ modern as those of other supplyn 
Intrie 
It may be useful to point out that 1 
principal lines of German exports to Sout 


ould be replaced by Brit 


exports include imong many other ci 
product ft the heavy industries, iron at 
teel, chemical products, as well as textile 
though the latter will still be subject to keer 
mpetition from Italy and Japan, as well 


national 


manufacturing industric 


competition from local industri 


ncreasin vlucts formerly 


f In Many pt 





ported and industrializ m in Sout 
\merica has now reached a point at wl 
some of the countries are able to furnisl 
number of manufactured goods to their 
neighbours, as witness the increased shy 
ments of many articles from Brazil 
factorie to the River Plate countries 


RECORD BALANCE SHEET TOTAI 


Let us now turn to our figures. The vari 
t ! in the balance sheet before you sum u 

i total of 481.000.0000, the highest figure - 
recorded during the vears that your banl | 


has been in existence 
and the 
better 
ict that public « 


\ very liquid positio1 
the institutio! 
demonstration than the 

mfidence in it, despite the 
remained firm, as evidenced by 


This 


s shown solidity of 


has 


indeed 


In depo 
us all 

Phe report and accounts were unanimously 
idopted 


‘ratifying to 
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BARCLAYS BANK (DOMINION, COLONIAL AND OVERSEAS) 
DIVIDENDS MAINTAINED 


OVERSEAS TRADE CONDITIONS 


HE fourteenth ordinary general meeting its intention t appropriate the proceed 

of Barclays Bank (Dominion, Colonial from the realization of gold above 150s per 

ind Overseas) was held on 14th December tine ounce, but has intimated its readiness to 
, 


it 29, Gracechurt Street, E.( vive due consideration to any serious increase 


4 . mining costs ‘lv toh pe . S 
Sir John Caulcutt, K.C.M.G. (the Chait in mining likely hamper the industry 

















nan), in the course of his speech, said It has been announced by the Department 
lurning to the balance sheet, it will be noted of Agriculture that the 1939-40 wool clip « 
it the total now exceeds /120,000,000 the Union is expected to amount to approxi 
crease Of 48,000,000 upon the previous mately 246,000,000 lbs., a_ slight increase 
veal figures Current, deposit and othet over the previous season’s production, and it 
i unts total £106,000,000, being $7,000,000 is understood that an agreement has been 
re than last yeat Cash in hand and at entered into whereby the British Government 
bankers has increased by over £8,000,000 would participate as a buyer of Sout! 
nd now stands at 34,063,000, representing \frican wool 
I cent. to liabilities. During 
he measures to increase out RHODESIAS AND EAST AFRICA 
! arious territories in which 
ve established with a view to meetin In Southern Rhodesia general trading con 
en ons such as have now arisen dition have been well maintained. lt 
It will be recognized that such measure Northern Khodesia also satisfactory cond 
t bring with then some sacrifice of tions have obtained as a result of the 
ining power, but we have felt that event continued tivity in the mining industry 
ive justified our action. Bills discounted, at In 1938 the total exports from East African 
12,403,000, are /2,500,000 higher than last territore ipproximated 12,250,000, a rt 
ear, Whilst investments at / 30,193,000, show luction of 42,000,000 compared with 193 
1 reduction The value of our investments has and there is been some further decline in 
vn material recovery since the dateof the the current vear. Since the outbreak of wat 
lance sheet. Advances, at £32,387,000, are however, the price of several of the principa 
luced by Me £500,000 product i these territories has shown 
The net profit for year is 4414,703 material improvement 
vhich show a decrei of approximately In Egypt the past season s cotton crop wa 
-5,000 on the previous year \ sum of ) per cent. smaller than that of the previou 
170,000 has been carried to contingency season Prices obtained were fairly satis 
wccount, against 4100,000 last year, when factory The new crop is estimated at 
ywever, £75,000 was added to the reserve ‘,500,000 canta! and notwithstanding the 
It is proposed to pay a final dividend of international situation, has cleared well In 
} per cent. (actual), making 6$ per cent the Sudan the current year’s cotton crop 
the year, upon th \ and B amounted to 1,250,000 cantars, being ap 
ul the same as last year, and to carry proximately the same as last year 


rward £154,442 


During the last year trade in Cyprus ha 
POSITION IN SOUTH AFRICA improved, crops have been good, and minera 


| -* ld exports have increased. Our business there 
n South Africa the gold mining industry 
‘i? progresses, and a branch of the Bank ha 
\ mtinued to make progress, and new er 
; been opened at Limassol 
rds were established in respect of the ; 





mthly tonnage treated and the quantity rurning to the West Indies, the total sugar 
ind value of the fine gold won. In the vear rops of Barbados, Trinidad, Jamaica and 
to38 the total production of gold in the &ritish Guiana amounted to approximatel 
Union constituted a new record, the output 0,000 tons, of which Barbados produced 
exceeding 12,000,000 fine ounces, and being 150,000 tons, a record crop for that island 

ilued at over 486,000,000, or 44,000,000 rrinidad maintains its position as_ the 
more than the figure for the previous year empire's largest mineral oil producer 
The Government announced in August last he report was unanimously adopted. 


n© 2 
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Some National Provincial Bank 
Plans 


By Professor C. H. Reilly 
Ts National Provincial Bank has always been 


more adventurous than the other banks in trying 

out new types of bank buildings so that it is not 
to be wondered at, perhaps, that it should be the first 
British bank to allow THE BANKER, or indeed any journal, 
to publish plans and sections of its buildings. Never- 
theless it is a considerable step forward and a very liberal 
one. The risk that, by making public a few typical plans 
showing the general arrangements, burglars will know 
better where the safes with the money are than before 
is, of course, nonsense. They never really thought the 
vaults were in the attics. Nevertheless it is a great thing 
to have broken down an age-old banking preiudice for 
the general good. Such a decision is a very liberal one 
because it allows the National Provincial’s competitors 
to see how that bank overcomes its difficulties and 
achieves its very interesting results, and because on more 
general grounds it should lead to a general advance in 
bank design in this country. If the other banks follow 
in publishing their plans, as I hope they will, it will make 
the criticism and appreciation of their buildings much 
more real and thorough. ‘To judge a building solely by 
its outward appearance is, of course, a very superficial 
proceeding. A building is largely, but not wholly, a 
machine designed for a certain purpose. How can one 
know anything about a car without knowing whether it 
has a front or back wheel drive, or even knowing where 
the engine is? Mr. Holden, the architect, and the 
directors of the National Provincial Bank, are therefore 
to be congratulated very sincerely upon their public- 
spirited action. Such a generous and liberal attitude as 
this shows, is probably the secret of their success in the 
banking world as well as in the architectural. 

Mr. Holden has very kindly laid down, in considering 
some of the plans of the actual banks he has put up 
during the last half-dozen years or so, which we are now 
able to illustrate, the following destderata in, I imagine, 
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their order of importance in his opinion. Jt is interesting 
to note them. 
(1) Good light in the banking hall. 
(2) Ventilation and height in the banking hall. 
(3) Ease of future extension of the banking hall. 
(4) Financial return on surplus accommodation. 
(5) The publicity value of the building. 


NAT IC y) 
NO)EIN, 


“e B A N r 





THE UXBRIDGE BRANCH 


Let us begin with a single-storey building, the little 
branch at Uxbridge he built in 1934. It will be seen from 
the photograph that this little bank has a monumental 
front which, I said in THE BANKER of April of that year 
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Mr. Holden had obtained “without any cinema vulgarity. 
) 


The plain masses of brickwork,” I went on to say, “ with 
the raised panel over the door for the bank’s name, are 


v TS ~ 


oF 
II naa 
WAITING |F \ Possible 

: E FUTURE 

b EXTENSION 


RM. | 






PUBLIC 


SPACE 














PLAN | 


PLAN 





Pe: SO, ae 
Hk UNBRIDGE BRANCH 
very effective.” To-day, five years later, I still agree 
with that, but now we know from his plan and section 
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how this effect was obtained. It was partly got by 
putting the Banking Hall with its greater height in the 
front part of the site next to the street and top lighting 
it, and partly by raising the front wall with nothing 
behind it. The first is obviously a more legitimate way 
of obtaining such an effect than the second, though in 
dealing with a piece of street architecture, where the 
street has to be considered as well as the individual 
building, a certain amount of facade making must be 
allowed. The further advantage of putting the consult- 
ing room (corresponding to the manager’s room in other 
TTA 
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crea eaves % — 5 Feet 


THE UNBRIDGE BRANCH SECTION 


banks) and other small apartments at the back of 
the site, is that they can more easily be pushed back, if 
room is available on the site, and the floor space for 
clerks in the banking hall corre spondingly increased. It 
will be noticed that Mr. Holden has even taken the 
precaution of putting a rolled steel joist (shown in the 
section) into the back wall of the banking hall at the 
start to make this alteration an easy one to carry out 
when the time comes. It will be admitted that this 
arrangement of plan makes a very satisfactory and 
straightforward little bank, easily extended. Its chief 
defect, architecturally, apart from the part of the front 
which is mere scenery, seems to me that the internal 
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lobby it involves intrudes itself into the banking hall and 
probably spoils its appearance in the way that a great 
piece of Victorian furniture does in a low modern room. 
Although we have not a photograph of the interior we 
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can see from the plan that Mr. Holden has got over this 
to a certain extent by putting his bank counter against 
this lobby and by making it linable with its side. This 
leaves a symmetrical and straightforward banking space 
in front of one directly one has passed through the lobby 
and turned round. 
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Now let us take the opposite type of plan where the 
banking hall is behind and the consulting room and 
waiting room are in front. The Colchester branch is an 
example of this. Here offices are planned over the 
consuiting room, approached by a staircase from the 
entrance vestibule. As planned they can either be offices 
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for the bank’s use or to let to suitable tenants. When 
the bank is closed and the offices open, as in these days 
one knows to one’s cost is often the case, the outer doors 
must be left open and the inner ones closed. 

This type of plan with the Banking Hall at the back 
with nothing over it allows the latter to have the neces- 
sary height and top light. Mr. Holden considers an 
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ordinary small Banking Hall for a branch bank should 
be one and a half storeys high. The Colchester branch 
appears to have been built about the same time as the 
Uxbridge one, yet it is clearly designed to be in the classi- 
cal manner and to have an imposing columnar facade. 
The whole building has been set back from the building 
line to give space for the columns of the facade, and the 
top storey set back still further to allow for a free stand- 
ing balustrade. I notice I said when I reviewed the 
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exterior in July, 1935, “ The Colchester branch, with its 
ornate Corinthian order, balustrade, urns, arcade, 
pedestals—the whole bag of tricks—can only be ex- 
plained by the extraordinary sensitiveness of the archi- 
tects (Mr. Palmer, Mr. Holden’s partner, was then alive, 
which may be another reason for the style employed) to 
local peculiarities. Here the local peculiarity is the late 
Mr. John Belcher, R.A.’s, flamboyant Town Hall, 
which dominates Colchester. I know its character well 
for I helped to make the drawings nearly forty years 
ago. This is a kind explanation, but not perhaps an 
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entirely satisfactory one.’ It is the plan, though we 
are considering in the main to-day not the elevation, 
and the Colchester pian, whatever the facade is like, 
looks as if, with its curved ends to the Banking Hall, it 
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made a very fine apartment of the latter. I like the way, 
too, Mr. Holden has provided a long oblong space 
between the entrance vestibule and the hall itself. One 
does not as a result step straight from a very small and 
low apartment into a very big and lofty one without 
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any intermediate stage. That is a subtlety worth having. 
I think, too, with a site possessing the queer little addi- 
tional space at the back, it is very clever, the way in 
which he has planned his lavatory accommodation in 
it, and making at the same time all the doors of the 
Banking Hall balance in the good old classical manner. 
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Let us now take a variation of the above general 
arrangement, that of the Whitchurch branch, Cheshire, 
built in a medieval manner. Of this I said in June, 
1930, “ Here, too, there is certainly reverence for the 


e—_—— 

















NATIONAL PROVINCIAL BANK 8o9 


genus loci. Messrs. Palmer and Holden have put up 
what looks like a reproduction of an old Cheshire house 
in real half-timber and plaster. At first sight one is in- 
clined to condemn the building out of hand as a faked 
antique, or at best a reproduction of an old building, 
which, to my thinking, is carrying reverence for the past 
so far that it becomes irrev erence, the irreverence of 
mimicry. On the other hand, it may be argued with 
solid oak, and with concrete to replace old lath and 
plaster, we get as fireproof a building or at least one 














i 
— So 1 
i | hom r 
WLI 1! 
Hct 
__ icy | 
iT a 
in fT |} os | i! 
if i | sell | ‘ 
i Ks 
aa as =aes sGAE ae 
tJ alae 
see ial OUUOOG 
ina i 








eroetrir \ 
, oe 2 U J 

lo 5 > to 

eS ee 


THE WHITCHURCH BRANCH: SECTION 


as fire-resisting as with steel and concrete, and far more 
so than in the ordinary Georgian building of brick walls 
and wooden joists and floors, as well as a building more 
in consonance with local feeling.” 

Anyhow, the crooked medizval site, with no angles 
right angles, and the local se pages and the desires of 
the town council all suggested a “ modern mediaeval ” 
building, if such a contradic tion in terms is possible, and 
very well this exhibition piece in a past style has been 

carried out. The plan, with the banking hall at the 
ack allowed above the small rooms a mediz val looking 
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domestic building on the street, either for oftices to be 
rented or for the manager to live in. The lofty banking 
hall, too, being hidden away, its windows do not upset 
the domestic scale of the street. One of the very clever 
things of this piece of imitation work is the way in which, 

ithough this is a building housing a bank, the ground 
store y appears to be a very low storey such as a medieval 
domestic building would have had. Even one of. the 
entrances to the bank is up the little passage on the right 
and a tiny shop is given = of the frontage. All this 
may be good publicity of a rather subtle kind. It is 
certainly not the ordinary ar of bank publicity, and 
one may be glad of that. 

The pl in otherwise is chiefly interesting for the free- 
dom with which Mr. Holden has used the irregular ities of 
the site and has turned them to account in his chosen 
manner. As an example, note the deep recessing of the 
fireplace as for a good log fire in the ¢ onsulting room and 
the lobby effect he gets at the entrance to the banking 
hall by projecting his counter immediately opposite the 
place where the side wall of the building projects so 
awkwardly. All I can say of this plan is that, like the 

‘modern-medieval ” exterior, it shows what a blank 
blank clever fellow Mr. Holden is. 

Let us end to-day with a plan which shows Mr. 
Holden at his best, that is using an extremely awkward 
site and vet m: iking a unity of his strangely stretched-out 
building, so much so, indeed, that the result achieved 
seems almost inevitable, yet few would have reached it. 
lhe bank is the Sutton branch built on an extraordinary 
long narrow site at the junction of two roads. Of this 
I wrote in December last, “ It will be seen at once that 
this bank, although it ends the street so well and 1s so 
superior in its refinement, and indeed gentility, to its 
surroundings, is built on an extraordinarily narrow site. 
It needed, one can imagine, some very interesting and 
novel planning to obtain within a strip of land, perhaps 
only twelve feet wide, the ordinary bank accommoda- 
tion. Let me try to explain how this has been achieved. 
One enters first a lobby from which one turns to the 
right into a long wide passage. As one walks down this 
passage one passes on one’s left first the manager’s room, 
lit by the first big window, and then the banking hall 
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with its long counter delimiting the passage on the left- 
hand side. This banking hall section is lit by the next 
three windows. The space behind the counter is so 
narrow, however, that there is only room behind it for 
the cashiers. The other clerks are all in a squarish room 
which stretches the full width of the site and is lit by the 
next two windows. This room is approached from behind 
the counter. Behind this, and behind the plain wall 
where there is no window, is a staircase and lavatory 
and small yard. The staircase leads to an upper top- lit 
floor over this section for storage. The result is really a 
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rather spacious looking interior, though the screens and 
counter front seem a little heavily moulded for its size. 
There is even a small waiting space with glass doors next 
to the manager’s room enclosed by dwarf partitions 
which I had forgotten to mention.” I need say no more 
about the cleverness of this plan, which too provides the 
opportunity for one effective elevation. Such a slip of a 
building, however, could hardly be more than a screen 
to what stands behind it. It is nevertheless a very 
pleasant screen. It might so easily, in other hands, have 
been a mere absurdity. 








a 


